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COMPANY OVERVIEW =

Optium, founded in 2000, has quickly become
a leading provider of high-performance optical

subsystems used in telecommunications and cable
TV networks to deliver the triple play of broadband

services: voice, video and data. As an end-to-end
supplier, our reach extends from “the core to the
edge,” encompassing the long haul, metropolitan
and access segments of network systems.

Our proprietary technology and products enable
the transmission and switching functionality of
high-bandwidth, intelligent optical networking
applications. We leverage the value of aur best-in-
class products through a scalable business model
that allows us to achieve mass customization in a
cost-effective manner, using common hardware
platforms and differentiated embedded software.

With this approach, Optium continues to grow
faster and more profitably than many others in the
industry, expanding our customer base, market
share and product offerings.
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Record revenues of $126.5 million far fiscal 2607 an 81%
increase over the previous year, reflect Optium’s competitive
strength in 10Gb/s and cable TV products and our expansion
into the ROADM and 40Gb/s markets in fiscal 2007,

Our Customers

We strive to meet and exceed the challenges facing
our network system vendor customers by offering:

= High-performance, technologically advanced solutions that
radically alter the economics of high-speed data transmission,
providing strategic advantages to our customers.

= World-class operational efficiency enabling short lead times,
flexible high-volume manufacturing and competitive pricing.

= Unparalleled levels of customer support and service.

High-Growth Market

Applications such as IPTV, HDTV and mobile video are driving

the need for bandwidth, network efficiencies and lower costs for
delivering services. Optium has aligned its product portfolio to
address the fastest growing opportunities for optical modules and
subsystems including 10Gb/s, 40Gb/s, ROADM, cable TV and fiber
to the home solutions designed to enable carriers to optimize the
capacity, bandwidth efficiency and manageability of their networks.

Value Proposition

Optium addresses the fastest growing segments of the optical
communications market with high-performance, best-in-class
products. We strive for world-class manufacturing efficiency, with
integrated in-house design, manufacturing and testing capabilities.
Our proven business model within the optical industry has led to
strong, profitable growth and efficient deployment of capital.




An industry leader in the fastest growing
segments of the optical communications market

Supporting the convergence of enhanced voice,

video and data services aver IP networks

TO OUR SHAREHOLDERS =

Fiscal 2007 marked a year of significant milestones for Optium.

We grew revenues and invested in important product platforms—
reconfigurable optical add/drop multiplexers (ROADMSs) and 40
gigabit-per-second (40Gb/s) optical transmission proeducts —while
remaining one of the most profitable companies in our peer group.

We also entered the next phase of our growth by becoming a
public company, now trading under the symbol OPTM on the
Nasdaq Global Market. With the proceeds from our initiat public
offering, we have a solid cash position, minimal debt and a proven
business model to support our future growth.

Planning for Performance

We founded Optium based on a novel idea: by taking a
fundamaentally different approach to design and manufacturing,
we could deliver more responsive and tailored solutions to
customers more efficiently than our competitors. Additionally,

we selectively targeted key product lines and customers to deliver
above-market growth in our addressable markets. Using common
hardware platforms, customized embedded software and a high
degree of automation in our manufacturing systems, we have
been able to minimize costs while speeding the cycle time from
design and development to customer delivery. Our performance
in just seven years as a company has placed us among the
industry leaders in profitability, validating our business model.
We are extremely proud of this accomplishment.

Fiscal 2007 revenue hit a record leve! of $125.5 million,

an 81% increase over fiscal 2006. Even so, we still faced
short-term challenges during the year when customer-specific
timing issues tempered demand for some of our products.
Net income for fiscal 2007 was $11.3 million, compared to

a net loss of $8.1 million in fiscal 2006. Excluding certain
non-cash and/or non-recurring charges and benefits,
non-GAAP net income more than tripled, from $3.2 million

in fiscal 2006 to $10.3 million in fiscal 2007, highlighting the
potential in our business model as revenues grow.

Throughout fiscal 2007, we made several important
investments vital to our future:

*We expanded our customer base for 10Gb/s transceivers
and for transmitter subsystems used in cable TV networks.

*We made substantial progress in developing a family of
next generation ROADM products based on our proprietary
technology that provides significant differentiation for
our customers.

» We secured the intellectual property rights to the LCoS
integrated circuit technology used in our ROADMs, a move
that provides Optium with cost benefits and improved
flexibility to add even more differentiated features.

* We expanded into ROADM circuit packs, including
a new technology optimized for broadcast applicatiens.

* We acquired Kailight Photonics, inc. to accelerate our
entry into the 40Gb/s transmission market while gaining
some of the industry’s most advanced technology and
unmatched functionality.

Converging Services, Technologies

Priorities for fiscal 2008 involve strategies to move our new
technologies to market faster, gain greater visibility with potential
customers around the world and take advantage of market trends.

The convergence of enhanced voice, video, and data over IP
networks is driving more traffic and greater need for additional
and flexible ways to expand and manage bandwidth capacity. Our
product line is aligned with these market trends. Qur bread range
of optical subsystems gives us a unique market position and added
competitive advantage that we will continue to build upon in 2008.

In this first year as a public company, we welcome all our new
shareholders. Rest assured that our goal is to grow profitably
over time, thereby enhancing shareholder value for years to come.

EITAN GERTEL
Chairman and CEQ
October 2007




PRODUCTS TO BOOST NETWORK FUNCTIONALITY, EFFICIENCIES =

Optium’s product line addresses the increasing need for
high-bandwidth, flexible and dynamic network systems

10Gb/s and 40Gb/s

Optium has one of the industry’s
broadest 10Gb/s product lines. Our 10Gb/s
transceivers include products that support
multiple variants for 300 pin and XFP
standards. Each transceiver supports the
particular requirements of network system
vendors, such as wavelength tunability
and complex modulation formats, and
includes proprietary technology

to differentiate the product. /

Our success comes from
our ability to be flexible
and provide a broader
range of functionality.

We start with best-in- \
class components from
multiple suppliers, driving
their design and controlling
circuitry to differentiate them from
off-the-shelf products. Then we customize
them with proprietary technology. while
maintaining cost-efficiencies through a
standardized approach.

In 2007, we expanded our reach into
40Gb/s technologies. Our family of
40Gb/s transceivers are among the
industry's most advanced 40Gb/s 300

pin modules and address both line- and
client-side applications with functionality
not currently available in similar products
sold by others.

10Gb/s,
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ROADM

Optium has taken reconfigurable optical
add/drop multiplexers {ROADMs) to the
next level by providing our customers
with greater flexibility and control in
dynamically switching traffic from one
optical link to another and across multiple
wavelengths in the network. We've adapted
liquid crystal on silicon {LCoS), a cutting-
edge technology for rear-projection
televisions and microdisplays, to
‘ produce the industry’s most
\ feature-rich and cost-effective
. ROADM. Qur wavelength
3 selective switch {(WSS) acts
g as the core switching element
with enabling functionalities
to support value-add products.
LCoS is used to provide a software
programmable wavelength
processor using miniature free
space optics, $o, in the future,
firmware can be uploaded
in the field to enable
additional functionality.
Our product line includes
WSS ROADMSs of various
port counts, customer-
specific circuit packs, a high
resolution optical ptatform

Analog and
Cable TV

Optium offers high-
performance optical
network products
used in different
modes of delivering
koth analog and
digital signals over
optical fiber in cableTV,
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private networks. Simply put} our
products make the delivery of broadband
services to the home possible.

We offer a range of custom products

that provide transmission solutions for
distribution, broadcast and fiperto-the-
heme (FTTH) applications.

Our products include tfansceivers
and transmitters uged in FTTH
networks and trgnsmitters used
in hybrid fiber ¢oaxial {(HFC)

networks. Eacly includes

high-speed optical

components, lligh-speed

integrated circyits and
embedded software. Our
analog radio freqyency over

fiber transmitters and receivers
version enabling ultra-high capacity

systems and “drop and continue” for
broadcast applications.

used in private networks blild on our
established high-performance digital cable

TV and FTTH products.

Voice. Video. Data. O
L]

Since 2000, we have been helping our network

system vendor customers deliver agile solutions

that can be used in unique networks and by all
carriers, whether traditional voice, wiFeIé}ss,

data communication or cable TV operators.
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BREAKTHROUGH TECHNOLOGIES FOR HIGH-GROWTH MARKETS -

Unmatched Capability: Reconfiguring network traffic on the fly

Optium’s WSS ROADM —the only ROADM Classic ROADM functionality enables selectable add or drop of channels.
on the market today based on LCoS
technology —advances wavelength

selection beyond simple switching to a ~N
reconfigurable, software-programmable X £
device with highly flexible functionality.

This software-driven approach enables 11
advanced features such as “drop and Y ’1s

continue,” as illustrated to the right, and

| mixed channel plans. As our customers One of the advanced features of Optium's WSS ROADM is “drop
| roll out higher speed connectivity and and continue,;” which enables individual channels to be divided
| advanced transmission, they are attracted and managed for broadcast applications.
| to the considerable benefits in network
' enhancement provided by cur WSS — ~>

ROADM, including the capability for higher N

capacity or broadeast functionality through AN ~>

software, and the ability to upgrade without N B>

the need to commission new hardware.
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COMPREHENSIVE 40GB/S PORTFOLIO 40Gb/s optical transmission products are the latest addition to Optium’s product line,
answering the expressed need of our customers for expanded bandwidth to support
new network deployments by major carriers worldwide. We now offer a broad line of

DQPSK* 40Gb/s products, based on unique intellectual property and know-how.
Integrated
DPSK PMD ) ) ] ) )
Solution Optium's 40Gb/s transceivers are packaged in a 300 pin module—a feature in
Duo-Binary high demand in today's market—and are currently available in NRZ, Duo-Binary
NRZ and DPSK modulation schemes, including unigue options that help to correct

»product development roadmap for transmission impairments common to 40Gb/s applications.

Diferentated Manuifactring fobless, st and Hedble

QOur approach to manufacturing is unique, with highly
automated processes and customized embedded software.

We have the flexibility to manufacture a large mix of products
in a streamlined manner, resulting in lower costs, operational
flexibility and lead times that are among the industry’s shortest.

Our process is “designed into the product.” which dramatically
reduces the expertise needed for testing and assembly. This
allows us to efficiently increase capacity with minimal headcount
increases and modest capital requirements. In fiscal 2007,
annualized guarterly revenue per employee averaged more

than a half-million dollars, a best-in-class result,




FINANCIAL HIGHLIGHTS =

Fiscal year 2005 2006 2007
Consolidated Statement of Operations Data
Revenue $ 37076 $ 69,477 $ 125,478
Gross profit 8,787 17525 34,277
QOperating income {loss) {1.570) {8,215) {4,679}
Net income {loss) {1.451) {8,123 11,264
Reconciliation of GAAP to Non-GAAP Financial Measures
Revenue $ 37076 $ 69,477 $ 125478 |
Non-GAAP gross profit 8,787 17525 34,344 |
Non-GAAP operating income {loss) {1,570) 3,094 7453
Non-GAAP net income (loss) {1,451) 3,184 10,277
Adjustments Related to Gross Profit
GAAP gross profit $ 8,787 $ 17525 $ 34,277
Stock-based compensation - - 67
Non-GAAP gross profit 8,787 17525 34,344 !
Adjustments Related to Operating Income {Loss)
GAAP operating income {loss) 3 {1,570) $ {8,215) $ {4,679}
Stock-based compensation - 122 1,505
Acquired in-process research and development - 11,187 10,600
Amortization of purchased intangibles — — 17
Duplicate facility costs during facility move - - 610
Non-GAAP operating income (loss) {1,570) 3,094 7453
Adjustments Related to Net Income {Loss)
GAAP net income {loss) $ {1.451) $ {8,123) 3 11,254
Stock-based compensation - 122 1,505
Acquired in-process research and development - 11,187 10,000
Amortization of purchased intangibles - - 17
Duplicate facility costs during facility move - - 610
Deferred tax benefit - - {13,005}
Tax effect on non-GAAP adjustments - (2) {104}
Non-GAAP net income {loss) {1,451) 3,184 10,277
Other Selected Data
Net cash provided by {used in} operating activities $ 677 $ 2,418 3 {731)
Depreciation and amortization 2,359 2,520 2,709
Additions to property, plant and equipment 1,566 3,030 5,859
Consolidated Balance Sheet Data
Cash, cash equivalents and short-term investments $ B, 474 % 10,377 4 61,377
Total assets 27,287 59,309 168,101
Working capital 12,629 17,784 84,981
Long-term debt, including current maturities 821 671 63
Stockhelders’ equity (48,908) (52,088} 142,879
Additional informatian regarding non-GAAP financial measures utilized by Gptium Corporation
and related raconciliations to applicable GAAP financial measures can be found at http:/fir.aptium.com
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Information Concerning Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995 (the “Act™) provides a safe harbor for
forward-looking statements made by us or on our behalf. We and our representatives may from tinje to
time make written or oral statements that are “forward-looking,” including statements contained in| this
report and other filings with the Securities and Exchange Commission, reports to our shareholders fand
news releases, All statements that express expectations, estimates, forecasts or projections are forward-
‘looking statements within the meaning of the Act. In addition, other written or oral statements which
constitute forward-looking statements may be made by us or on our behalf. Words such as “expectd,”
“anticipates,” “intends,” “plans,” “believes,” “seeks,” “estimates,” “projects,” “forecasts,” “may,”
“should,” variations of such words and similar expressions are intended to identify such forward-logking
statements. These statements are not guarantees of future performance and involve certain risks,
uncertainties and assumptions which are difficult to predict. Therefore, actual outcomes and resultg
may differ materially from what is expressed or forecasted in or suggesied by such forward-looking
statements. We undertake no obligation to update publicly any forward-looking statements, whether as
a result of new information, future events or otherwise. Accordingly, all forward-looking statements
must be evaluated with the understanding of their inherent uncertainty.

bR N1 EEINYS

Certain factors that could cause actual results to differ from those projected are discussed hergin
under the caption “Item 1A, Risk Factors,”

Itemm 1. Business
Overview

We are a leading designer and manufacturer of high-performance optical subsystems for use in the
core to the edge of telecommunications and cable TV network systems. Since our founding in 200(]F we
have developed or acquired proprietary technology and products that enable transmission and switghing
functionality for high-bandwidth, intelligent optical networking applications. We supply an extensive
suite of optical subsystems, including 10Gb/s and 40Gb/s transceivers, cable TV and fiber to the home,
or FTTH, transmitters, analog RF over fiber products, line cards, circuit packs and our technologicplly
innovative wavelength selective switch reconfigurabte optical add/drop multiplexer products, or WSH
ROADMSs. Our optical subsystems are used in network systems that deliver voice, video and other|
data services for consumers and enterprises that are delivered in the long haul, metropolitan and agcess
segments, rcferred to as the core to the edge, of telecommunications and cable TV networks. Qur
customers arc network systems vendors whose customers include wireline and wireless
telecommunications service providers and cable TV operators, collectively referred to as carriers. Qur
end customers purchase our products directly and through contract manufacturers,

Increases in network traffic volume, driven by the proliferation of enhanced video and voice
applications delivered over internet protocol, or 1P, networks have resulted in deeper penetration of
fiber optics into the edge of networks, higher network capacity utilization and the need for additionpal
and flexible ways to manage bandwidth capacity. To address these trends, carriers are investing
significant capital to enhance the capabilities of their networks and upgrade to new high-bandwidth IP
networks. Optical subsystems provide critical transmission, reception and switching functions necesgary
to significantly increase the capacity, bandwidth efficiency and manageability of carrier networks. Our
products support or provide the highest data rates commercially used in carrier networks. We have
focused on 10Gb/s and 40Gb/s transceivers, ROADMSs and cable TV and FTTH transmitters because
we believe these are some of the fastest growing segments of the optical communications market.

We believe that we have a fundamentally different product design approach from that of our
competitors, allowing us to achieve mass customization of our products using common hardware
platforms and customized embedded software. By designing and manufacturing our optical subsystgms
in-house and by using customized embedded software combined with a limited number of common




hardware platforms, instead of customized hardware, in the manufacture of our products, we believe
that we are able to offer our customers products with high performance and functionality, while
reducing our costs and product development cycle times. We also have implemented several unique
automated and semi-automated manufacturing systems and processes designed to further improve our
manufacturing yields and produce higher volumes of products than generally possible using manual
production techniques. We combine these unique manufacturing approaches with external sourcing of
basic optical components rather than owning expensive fabrication facilities, which we believe
significantly reduces our fixed costs while providing us flexibility to source best-in-class components
from third parties and to offer multiple solutions across multiple product lines.

We believe our optical subsysiems enable our customers to shorten product development cycles
because our in-house design and manufacturing operations allow us to more quickly deliver customized
optical subsystems for inclusion in network systems. We also believe customization of the features
provided by our products primarily through modification of embedded software rather than through
customized hardware allows our customers to add additional product features, such as enhanced signal
monitoring and alarming, to their network systems more readily than through customized hardware. We
believe this will allow carriers to support high-bandwidth applications at significantly lower operating
costs, while simplifying network reconfiguration, improving reliability and enabling greater network
functionality. In addition, we believe that network systems vendors are increasing their focus on
providing higher value-added solutions, services and software to their carrier customers and
de-empbhasizing their optical hardware manufacturing efforts, We believe that we are well positioned to
capitalize on the hardware design and manufacturing opportunities created by this shift and to enhance
our position as a supplier of high-performance optical subsystems to network systems vendors.

Since our founding in 2000, we have developed customer relationships with many of the leading
global network systems vendors, including Alcatel-Lucent, Cisco Systems (primarily Scientific-Atlanta),
Ericsson, Nokia Siemens Networks and Tellabs.

Industry Background

Significant changes have taken place within the optical networking equipment industry since 2000,
when bandwidth overcapacity resulted in decreased capital spending on optical components and
subsystems by several carriers for a number of years thereafter. However, increases in network traffic
volume over the last four years, driven by the proliferation of enhanced voice and video applications
delivered over IP networks, have resulted in higher network utilization and the need for additional
bandwidth capacity from the core to the edge of carrier networks.

Telecommunications service providers currently operate and manage scparate and independent
networks, the public switched telephone network, or PSTN, and IP networks, also referred to as the
Internet. In order to reduce costs and generate new revenue opportunities, both telecommunications
service providers and cable TV operators are developing and deploying a single, converged IP network
capable of offering voice, video and data services. These next generation high-bandwidth converged [P
networks are being designed to scale with voice, video and data traffic volume growth, simplify network
management and offer increased levels of service and enhanced content to consumers and enterprises.
As a result of rapidly increasing network traffic volume, carriers have turned to network systems
vendors for solutions that will significantly increase the capacity, bandwidth efficiency and manageability
of their networks. Optical subsystems provide critical transmission, reception and switching functions
for the network systems that provide these solutions. To address this challenge, carriers have adopted
network systems that support transmission rates of ten gigabits per second or 10Gb/s, and are deploying
new technologies that provide increased capacity, such as 40Gb/s transceivers and line cards, as well as
new technologies that enable enhanced bandwidth efficiency and manageability, such as ROADMs,




As carriers are increasingly shifting their focus to providing value-added services and away from

providing raw data transport products, network systems vendors are increasingly focused on

emphasizing the software and services aspects of their businesses to help facilitate these value-added

offerings. As a result, network systems vendors are looking to optical subsystem suppliers like us t¢

drive an increasing amount of innovation in network systems hardware development.

We believe many leading optical subsystem suppliers have had difficulty rationalizing acquired

operations while at the same time maintaining high product quality and customer service levels. Many

competing suppliers have focused their efforts on reducing costs, standardizing products, and

outsourcing production operations to contract manufacturers in locations with lower labor costs. While

industry standards, such as multi-service agreements, or MSAs, have standardized certain aspects gf

high-performance optical subsystems, there are currently no MSA standards for the ROADM and
TV products we sell. In addition, MSA standards do not limit a network system vendor from requ
a significant amount of customization to differentiate their offerings by optimizing optical subsyste]
meet the requirements of next generation, high-bandwidth converged 1P networks. For example, h
performance products such as 10Gb/s tunable transceivers continue to require a high amount of
manufacturer customization. We customize our products primarily through the modification of
embedded software. As a result of our method of product customization, we believe that we are a
compete by delivering products with faster cycle times and high performance, functionality and fes
While most of the functionality and features provided by our products could be provided through
hardware customization, we believe that such a customization method is less efficient and, becausg
unit size limitations, hardware customization in some cases would require multiple units to provid
same level of functionality. As a result, we believe competing optical subsystem suppliers have lim
ability to address the increasingly complex needs of network systems vendors and their carrier
customers efficiently, as they deploy next-generation high-bandwidth agile optical networks.

Our Competitive Strengths
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We believe that our success is a result of our ability 1o quickly and effectively produce custonLized
optical subsystems for our customers at the best value through the use of common hardware platfprms

and customized embedded software coupled with highly-integrated best-in-class engineering, opery
and manufacturing capabilities.

Key attributes of our competitive strengths include:

* High-performance, technologically advanced optical transmission solutions.  Our focus is on
providing a suite of high-performance, technologically advanced, customizable, configurablg
optical subsystems to network systems vendors. We design our products to provide best-in-
performance and functionality, while remaining both space- and power-efficient. Furthermg
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our optical subsystems are designed to support the evolving requirements of network systens,

such as an increased number of wavelengths to support increased traffic volume as it is
introduced into a network.

* Broad and strategic product lines. Our optical subsystems are designed to support the evolying

requirements of network systems for both the telecommunications and cable TV markets.
addition, our product lines address what we believe to be some of the fastest growing seg

n
ents

of the optical communications markets, namely, 10Gb/s and 40Gbys transceivers, ROADM§ and

cable TV transmitters. We provide a full complement of optical cable TV transmitters and

receivers for cable TV operators. Our 10Gb/s product line offers multiple configurations of C-
and L-Band tunable transceivers and XFP pluggable transceivers. In addition, we continug| to
make significant investments to expand our product line to cover emerging high-growth prpducts,

such as our 40Gb/s product line, which includes unique transceiver solutions for both clie

and

line side applications, and our ROADM product lines, which includes our next generation|WSS




and custornized circuit pack designs. We believe our diverse product lines will continue to be an
important factor in gaining new customers and winning additional business with our customers.

Proprietary and leading technology. 'We believe that our technologically advanced FTTH
transmitters and our WSS ROADM provide unique and significantly greater functionality
relative to those of our competitors. Our FTTH transmitters enable throughput capacities
significantly in excess of what we believe are provided by our competitors’ products. Higher
throughput capacity enables each of our FTTH transmitters 1o service more homes with each
fiber optic link enabling telecommunication service providers to reduce costs, expedite
deployment and provide new services. We believe that ROADMs will be key components of next
generation network systems designed to allow carriers to improve the data capacity and the
bandwidth efficiency of their networks. Our technologically innovative WSS ROADM provides
unique functionalities, such as mixed channel planning and drop and continue, which is the
ability to switch a wavelength off of a fiber optic link while simultaneously continuing the same
wavelength along the original link for broadcast applications. We believe that our ROADM
technology platform will allow network systems vendors to reconfigure previously deployed
network systems to enable new services and address increased bandwidth requirements through
remotely-delivered software upgrades, thereby driving greater upfront and ongoing operating
cost savings for their carrier customers. Our 40Gb/s client and line side solutions are available in
a 300 pin transceiver form, offering our customers significant flexibility over traditional full line
card solutions. Our current 40Gb/s transceiver products support several modulation formats,
including NRZ, Duo-Binary and DPSK and have optional polarization mode dispersion, or
PMD, compensation. Qur 40Gb/s product development roadmap includes additions to our
unique, integrated solution for PMD compensation and the advanced DQPSK modulation
format.

Mass customization of products. 'We are focused on delivering highly customizable products in a
cost-effective manner. We customize our products to deliver application-specific functionalities
that our customers seek primarily by modifying the embedded software in our products. We
believe that our ability to deliver products customized to customer specifications through
embedded software rather than through the inclusion of additional hardware minimizes
unnecessary or redundant functionalities. Our embedded software approach to product
customization allows us to add functionality to our products as needed in an efficient manner.
We also believe that our productivity as measured by revenue per employee is significantly in
excess of that of our competitors and illustrates the benefits of our model of product
customization primarily through the use of embedded software.

Integrated in-house design, manufacturing and testing capabilities. Qur facilities have integrated
in-house design, manufacturing and testing capabilities. By integrating and locating these
processes together at our facilities, we believe that we can offer to our customers a reduction of
up to six weeks in cycle time from product design, customization and development to delivery as
opposed to outsourced or relocated manufacturing operations in locations with low labor costs.
We also design our products utilizing common hardware platforms and employ unique
automated and semi-automated manufacturing and testing processes to further improve our
efficiencies. We believe our integrated model of in-house design, manufacturing and testing and
our unique manufacturing processes contribute to our 10Gb/s and cable TV product first-pass
yield, meaning the percentage of our products that pass through our automated final testing
process the first time without requiring re-manufacture, of more than 90%.

Design-driven cost efficiency. Qur industry is characterized by significant and continuous
pressure to reduce product seliing prices while maintaining high performance and functionality.
Our mass customization approach and ability to develop high-performance products from cost
effective best-in-class components from muitiple suppliers is primarily achieved through our
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innovative design capabilities. In addition, we are able to further reduce costs by employing
high level of automation in our manufacturing process, as well as maintaining in-house contfol
over all elements of our product development cycle. As a result of our emphasis on constan
process and design improvements, we are able to achieve our low cost of operations. We believe
that our processes aliow us to deliver products at prices comparable to or better than our
competitors who rely on manufacturing locations with low labor costs to produce their hardyare.
We believe that reliance on such manufacturing locations results in lower product yields, as ell
as longer product development cycles and product delivery lead times, We believe that our
in-house design, manufacturing and testing processes provide us with a more sustainabie cost
advantage.

* Best-in-class engineering and manufacturing capabilities. Our research and development team
includes leading engineers specializing in optical subsystem design and manufacturing. Our
engineers have significant experience across multiple segments of the optical networking
equipment industry. During the past five years, our team has developed several sophisticated
design and manufacturing methods and processes, as well as proprietary technologies that w
believe have provided us with significant advantages over our competitors.

w

Our Strategy

Our goal is to be the leading supplier of core to the edge high-performance optical subsystems.
Key elements of our strategy to achieve this objective include:

* Continued increase in our strategic value to our customers. Network systems vendors are
increasing their focus on providing higher value-added solutions, services and software to their
carrier customers while de-emphasizing their optical hardware manufacturing efforts. We believe
that we are well positioned to capitalize on the opportunities created by this shift and intend to
utilize our engineering expertise and competitive lead times to design and manufacture morg
complex and integrated optical subsystems. We believe that the depth of our customer
refationships enables us to better understand the most complex needs of our customers and|to
design our products accordingly. We believe that this expansion will allow us to become a more
critical and valuable supplier to our customers through our ability to offer our products on a
product-by-product basis or together as more complex and integrated subsystems.

* Focus on deeper customer engagements, expand our customer base and increase our share at ex{sting
customers. 'We believe that our research and development capabilities, customer support arfd
consultation, and technology differentiation is critical to success in our industry. Qur produdts,
processes and employees are focused on addressing the most technically complex challenges
facing our customers. We believe that such a consultative approach as part of our customer.
product development processes will enable us to broaden the scope of our customer
engagements and result in stronger customer relationships. We intend to continue to address
their most technically complex challenges through further integration into their system
development process by introducing advanced technologies, such as our unique WSS ROAIPM
and our 40Gb/s solutions, to gain additional share at customers across all our product lines.| We
are working to build on our proven ability to provide high-performance customized cable TV
transmission solutions to a single customer through expansion of our cable TV customer bage.
We are also working to further diversify our customer basc geographically, by adding additipnal
sales and technical support staff and resources, particularly for the Asian market.

* Focus on product customization through embedded software.  'We believe that our embedded
software-based approach to product customization represents the best practice model in ouf
industry because it enables us to produce multiple product functionalities using common
hardware platforms. We believe that our competitors require multiple hardware platforms t
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replicate the same product functionality. We believe that our approach results in increased
efficiency and profits and will allow us to integrate additional functionality into our optical
subsystems., We intend to continue to utilize our proprietary embedded software product strategy
in all of our future initiatives.

* Continue to invest in and enhance research and development.  Our significant investment in
research and development to-date has allowed us to develop proprietary products, such as our
FTTH transmitters and WSS ROADM products, and extensive process expertise. In addition, we
have also developed sophisticated expertise related to electronic circuitry and embedded
software used in our products. We plan to continue to invest and support our research and
development efforts.

* Continue to optimize our cycle times. We intend to leverage our integrated in-house design,
manufacturing and testing abilities to continue to minimize product development and production
lead times, including our 40Gb/s and WSS ROADM product lines. We intend to further
streamline our design and manufacturing processes through greater integration of our
engincering and manufacturing functions.

 Pursue acquisition opportunities that are complementary to our strategy. 'We intend to pursue
acquisition opportunities that we believe will provide products and/or technologies that are
complementary to or can be integrated into our current product suite. We believe that further
expansion of our product suite will enable us to offer more comprehensive solutions and
functionality to our customers. Our 2006 purchase of Engana Pty Limited, through which we
acquired our WSS ROADM technology, and our 2007 purchase of Kailight Photonics, Inc.,
through which we acquired our 40Gb/s product line, are representative of the types of
acquisition opportunities we intend to pursue.

* Efficiently use capital. 'We intend to continuc to focus on our core competencies of designing,
manufacturing and testing optical subsystems in a capital-efficient manner. By procuring the
components that are required to manufacture our optical subsystems from third-party suppliers
instead of manufacturing them in-house, we have had relatively low capital expenditure
requirements and have been able and will continue to be able to sell our products at competitive
prices.

Our Products

QOur products are used from the core to the edge of communications networks. The optical
networking equipment industry generally defines network segments of a network as access, metro, and
long haul networks. Carriers all have unique networks and the challenge for our customers is to
provide agile solutions that can be utilized by all carriers, whether they are traditionally voice, wireless,
data communication or cable TV operators.

Access networks

Access networks transmit data over optical fiber over short distances and are characterized by
meeting the need of delivering bandwidth services to the end users on the network. The type of
equipment used depends on the particular strategies of the network operators. We deliver products
which enable access networks to be upgraded for advanced voice, video and other data services. As
with long haul and metro networks, we sell transceiver, transmitter and ROADM products that enable
carriers to transport increasing network traffic volume. In particular, we provide high-performance
optical networking products to network systems vendors servicing catriers. The products include
ROADMs, transceivers and transmitters usable in FTTH networks and transmitters usable in hybrid
fiber coaxial, or HFC, networks.




Metro networks

Metro networks are typically arranged in a ring configuration which transmits data around
metropolitan areas over hundreds of kilometers. They are characterized by needing flexibility in

distributing bandwidth throughout a regional area. Our products are used in metro networks, many of
which are currently being upgraded to operate at transmission speeds of 10Gb/s or greater. In addjtion,

product cost and performance advancements combined with the requirements of expanding metro

network capacity upgrades are increasing the demand for 40Gb/s and ROADM products. Additionally,

our products provide dense wavelength division multiplexing, or DWDM, technology, which is an
advanced form of wavelength division multiplexing, or WDM, a technique that combines multiple
wavelengths on a single optical fiber. DWDM systems enable both bandwidth optimization and

increased wavelength agility throughout the network. The groups of wavelengths or channels in a

DWDM system are usuvally defined in terms of frequency of the channel and the channels are generally

spaced at either 50 or 10 gigahertz (0.4 or 0.8 nanometers, or nm) intervals,

Long haul networks

Long haul networks transmit data over optical fiber with distances ranging from hundreds of

meters to thousands of kilometers. These subsystem applications are characterized by high technicgl

comptlexity and typically operate over very long distances, requiring very high levels of product

performance. We provide transceiver subsystems to network systems vendors, for integration into long

haul networks, including 10Gby/s, 40Gb/s and ROADM products. Our products provide both time

division multiplexed, or TDM, a technique that places multiple data streams in a single link at varnying

time intervals, and DWDM capabilities.

Product suite

We believe we sell the industry’s most complete product line of serial optical transceivers, indluding

products that support all variants for the 300 pin and XFP standards. 300 pin products are optical

transmitters and receivers in a single package that allow transfer rates of 10Gb/s or 40Gb/s and that

can be used in SONET systems, meaning a synchronous optical network, and also known as SDH

meaning synchronous digital hierarchy, as well as DWDM networks. 300 pin products combine lagers to
transmit and photodetectors to receive signals with high-speed integrated circuits to perform funcfions
such as system alarming, clock recovery and 16 input multiplexing and 16 output demultiplexing. XFP is
a standard for serial fiber optical transceivers that ailow transfer rates up to 10Gb/s. XFP is protdcol
independent, and protocols that can be used over XFP include Ethernet, Fibre Channel, and SONET
or SDH. XFP is used in telecommunications routing, and its benefits include a small form factor and
low power consumption. Each of these transceivers support the particular requirements of the nefwork
systems vendors, such as wavelength agility and complex modulation formats, and include proprietary

technology to differentiate the products.

Our WSS ROADM wavelength management products are designed to meet the needs of next
generation “wavelength agile” networks that will allow dynamic switching of individual wavelengi
The need for carriers to upgrade and reduce the costs of their networks is driving the deployme
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other next generation network systems that are designed to enable dynamic wavelength management.




The tables below describe our products as used in a network and their various

functions.

Telecommunications transceiver products

Products

10Gb/s 300 pin
transceivers

40Gb/s 300 pin
transceivers

XFP transceivers

applications and

Reach Modulation Features Function Application
2km, 10km, NRZ, Duo-Binary, Full C- or L-Band Integrated Used in access,
40km, 65km, RZ tunable; large and subsystem that metro and long haui
80km, small form factor; gencrates and fiber optic networks
120km, VOA RX receives 10Gb/s operating at 10Gbs.
160km optical data from

optical fiber links.
2km, 40km NRZ, Duo-Binary, Tunable; small form Integrated Used in access,
DPSK, DQPSK* factor; internal subsystem that metro and long haul
PMD compensation  generates and fiber optic networks
options receives 40Gb/s operating at 40Ghb/s.
optical data from
optical fiber links.
600m, 2km, = NRZ Integrated Used in access,
10km, 40km, subsystem which metro, long haul
80km generates and and storage area

*  Support of DQPSK is part of our product development roadmap.

receives 10Gbfs
optical data from
optical fiber links.

network
applications for
fiber optic
transmission systems
operating at 10Gbf/s.

300 pin and XFP transceivers are highly integrated transceiver subsystems used for the
transmission of optical signals over optical fiber in transport networks at distances up to thousands of
kilometers. Each includes high speed optical components and integrated circuits and embedded

software.

ROADM telecommunications products

Products

WSS ROADM

Circuit packs

Ports

Features

Function

Channel Spacing

Application

1x4, 1x6, 1x8, 1x9

1x4, 1x8 circuit
packs; EDFA
circuit packs, 1x8
drop & continue
circuit packs

30GHz, 100GHz,
mixed 50/100
GHz

nfa

Drrop and
continue; channel
contouring*

Integrated EDFA,
OCM,; customer
specific designs

*  Channel contouring is part of our product development roadmap.

Centrol and
management of
optical signals in a
DWDM network.

Control and
management of
optical signals in a
DWDM network.

Wavelength
selective switching
and reconfigurable
optical add/drop
multiplexing wsed
in long haul and
metro networks,
and broadcast
applications.

A variety of
customer specific
applications in
DWDM systems.




Our WSS ROADM is a dynamic wavelength processor in a highly configurable platform for
wavelength management in a DWDM telecommunications network. Our technology provides a hig|
flexible wavelength selective switch capable of operating on both 50 and 100GHz International

hly

Telecommunications Union grids, the capability for in-service upgrades of functionality and integration

of additional system functionality, including drop and continue, channel monitoring and channel
contouring. We take advantage of our unique component and manufacturing capabilities by
incorporating the unique features of our WSS ROADM to create customer-specific circuit pack

assemblies.

Analog and cable TV products

Products

HFC externally modulated transmitter
subsystem

HFC distribution transmitter subsystem

HFC distribution DWDM transmitter

HFC quadrature amplitude modulation,
or QAM, distribution transmitter
subsystem

HFC node transmitter

FTTH headend transmitter subsystem

The HFC externally modulated transmitter subsystem, HFC QAM distribution transmitter
subsystem and FTTH headend transmitter subsystem are highly integrated transmitter subsystems
for the transmission of analog and QAM digital signals over optical fiber in cable TV networks. Ed
includes high speed optical components, high speed integrated circuits and embedded software.

Function

Application

Integrated subsystem that transmits
1550nm signals over optical fiber links
for video and data distribution in HFC
cable TV network systems,

Integrated subsystem that transmits
1310nm signals over optical fiber links
for video and data distribution in HFC
cable TV network systems.

Integrated subsystem that transmits
1310nm DWDM signals over optical
fiber links in segmented applications for
video and data distribution in HFC
cable TV network systems,

Integrated subsystem that transmits
1550nm signals over optical fiber links
for data distribution in HFC cable TV
network systems.

Integrated subsystem that transmits
1550nm DWDM signals over optical
fiber links in both the forward and
reverse path node application for vidco
and data distribution in HFC cable TV
network systems where high data
capacity is required.

Integrated subsystem that transmits
1550nm FTTH Signals over optical fiber
links for data Distribution in FTTH
network systems.

HFC cable TV systems used in mgiro

and access networks.

HFC cable TV systems used in mdtro

and access networks.

HFC cable TV systems used in mdtro

and access netwaorks.

HFC cable TV systems used in mdtro

and access networks.

HFC cable TV systems used in matro

and access networks.

FTTH systems used in access netwprks.

sed
ch

We also design and manufacture a variety of analog RF over fiber links, subsystems and modules,

including analog transmitters and receivers. Each includes high speed optical components, high spe
integrated circuits and embedded software. These products are used in a variety of commercial,

industrial and government applications.
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Customers and Customer Support

We sell our diverse product lines of voice, video and data optical subsystems to customers
worldwide. Qur customer relationships with the industry’s leading network systems vendors, including
Alcatel-Lucent, Cisco/Scientific-Atlanta, Ericsson, Nokia Siemens Networks and Tellabs, strengthen our
position in the telecommunications industry. As there are a limited number of network systems vendors
that provide end products to the markets we address, our customer base is also limited. For the year
ended July 28, 2007, Alcatel-Lucent, Ericsson and Tellabs were our largest end customers for products
used in telecommunication systems. For the year ended July 28, 2007, Cisco/Scientific-Atlanta was our
largest customer for products used in cable TV systems. Our customers can purchase directly through
us or indirectly through contract manufacturers.

Set forth below are two tables to illustrate our major end and direct customers, respectively, and
sales to these customers in the fiscal years 2007 and 2006. Percentages are bascd on our total revenue
in the years ended July 28, 2007 and July 29, 2006.

End customers

Fiscal year ended

July 28, 2007 July 29, 2006

(Im thousands, except percentages)
Cisco/Scientific-Atlanta®™ . . . ................ $30,295 24.1% 320,280 29.2%
Ericsson . . . oot o it e e e 30,020 239 13,483 194
Alcatel-Lucentd . . . ... ... ... . 16,619 13.2 13,224 19.1
Tellabs .. oo e 13,534 10.8 2,542 3.7

() Cisco and Scientific-Atlanta merged during our fiscal year 2006 and Alcatel and Lucent
merged during our fiscal year 2007. The amounts shown in the table above represent
combined sales to the companies pre- and post-merger for the full periods.

Direct customers

Fiscal year ended

July 28, 2007 July 29, 2006

(In thousands, except percentages)
| 8 STetrct ) s $27,539 219% $12,051 17.3%
Cisco/Scientific-Atlanta®D . .. ... ... ... ... .. .. 25,548 204 13,723 19.8
Sanmina® .. ... 16,535 13.2 8,237 119
Celestica® . ... ... i 6,959 5.5 8,840 127

M Cisco and Scientific-Atlanta merged during our fiscal year 2006. The amounts shown in
the table above represent combined sales to the companies pre- and post-merger for the
full pertods.

) Celestica and Sanmina are contract manufacturers that purchase our products on behalf
of several of our network systems vendor customers,

As part of our strategy to enable our customers to shorten their product development cycles and
improve their time to market, we focus our resources in close consultation with our customers o
address their most complex challenges through further integration into their product development
process and delivery of high-performance optical subsystems. We believe such a consultative approach
as part of our customers’ product development process cnables us to broaden the scope of our
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customer engagements and respond quickly to customer issues, including diagnosis of an issue and
providing the support needed to render a solution.

Manufacturing and Operations

We consider manufacturing to be one of our core competencies and believe our in-house

manufacturing processes to be a significant competitive advantage. We have invested, and expect 1
continue to invest, significant capital into designing and implementing our manufacturing processe$

operations infrastructure. We have made significant efforts to design our products to be manufacty

in high volumes and to ensure that product designs are continually optimized for manufacturability.

Similarly, we have invested substantial resources aimed at automating much of the manufacturing
process. We have designed and implemented several sophisticated automated and semi-automated
manufacturing systems and processes that we believe will enable us to lower product costs and inc
manufacturing yields. We have developed sophisticated automated and semi-automated manufactu
systems and processes 10:

* tune and test transceiver products;
* tune and test ROADMs;

* tune and test cable TV products;

* populate printed circuit boards; and

* terminate optical fiber connectors.

Sales and Marketing

We principally market and sell our optical subsystems directly to network systems vendors
worldwide. We also have sales representatives in Asia, Europe, the Middle East and South Amerig¢
We use a variety of marketing programs 1o increase awareness of our products to our customers,
including trade shows, advertising in trade media, and presentations at technical conferences. We
generally negotiate the sale of our products directly with network systems vendors. Many of the

and
rable
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purchase orders for our products are received from contract manufacturers on behalf of one or mpre of

our network systems vendor customers following our direct negotiation with the applicable netwo
systems vendors.

Research and Development

Our research and development organization possesses significant expertise in the areas of
photonics, optic design, electronics, embedded software and optical networking. During the years g
July 28, 2007, July 29, 2006 and July 30, 2005 we incurred research and development expenses of
approximately $14.8 million, $8.5 million and $5.7 million, respectively. Optium develops specific
products, as well as underlying technologies and processes that can be used across a broad set of
product platforms. Our research and development organization and our manufacturing and operati
organization are responsible for the design, manufacture, testing, and distribution of our products
research and development organization works closely with our manufacturing and operations

nded

ons
Our

organization to ensure that new products are quickly brought to market, that products meet customer

and industry specifications, and that high-quality standards are maintained throughout the development
and production processes. We believe that the co-location of our research and development and qur
manufacturing and operations organizations within our facilities provides us an advantage in meeling

these goals.
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Compelition

The optical networking equipment industry is extremely competitive and is characterized by
continuous innovation. We compete with other vendors of optical subsystems, many of which have
product offerings and revenue bases significantly larger than ours. Several of our competitors have
preferred supplier relationships with network systems vendors. Despite these competitive dynamics, we
have been able to grow our revenues every fiscal year since our founding.

Over the past several years, there have been a number of mergers, acquisitions and divestitures in
the optical networking equipment industry. This has resulted in a more consolidated vendor base
relative to five years ago. Also, several network systems vendors who once had captive component and
subsystem research and development and manufacturing capabilities have since de-emphasized their
focus on research and development and optical hardware manufacturing to increase their focus on their
core competencies providing higher value-added solutions, services and software to carriers. We believe
this has created an opportunity for us to develop and manufacture more complex and integrated optical
subsystern hardware products.

The principal competitive factors in our industry include price, product performance, quality,
ability to meet customer specifications, time to market, time to delivery, technical support capabilities,
breadth of product offerings, and record of innovation. We believe that our optical subsystems compare
favorably to our competitors’ products in the markets in which we compete.

Qur primary competitors in the market for 10Gb/s and 40Gb/s transceivers include Fujitsu
Computer Systems, Stratallite, Opnext, Intel and JDS Uniphase. In the ROADM market, we compete
primarily against JDS Uniphase, Oplink, CoAdna Photonics, and Capella Intelligent Subsystems. BKtel,
EMCORE, Olson Technology and Yagi Antenna are our main competitors with respect to cable TV
products, including HFC externally modulated transmitter subsystem, HFC distribution transmitter
subsystem and HFC QAM distribution subsystem. In the analog RF over fiber market, we compete
primarily against EMCORE, MITEQ and several private companies. We believe that we currently do
not have any direct competitors for our FI'TH headend transmitter subsystem.

Patents and Other Intellectual Property Rights

We rely on copyright and trade secret law to protect our technology. Additionally, we have
developed a brand that has accumulated substantial recognition in the marketplace, and we rely on
trademark law to protect our rights in that area. We intend to continue our policy of taking all
measures we deem necessary to protect our copyright, trade secret and trademark rights. We regard
our internally-developed software embedded in our products as proprietary and utilize 2 combination of
copyright, trade secret laws, internal security practices and employee non-disclosure agreements for
intellectual property protection. We believe that we hold all proprietary rights necessary to conduct our
business.

We have various patents issued by the U.S. Patent and Trademark Office and numerous patent
applications pending, one of which is also pending approval in the Japanese patent office and one of
which is also pending approval in both the Japanese and European patent offices. We have also filed
four Patent Cooperation Treaty, or PCT, applications with the Australian patent office that are pending
approval.

Backlog

As of July 28, 2007 and July 29, 2006, we had approximately $20.9 million and $22.6 million,
respectively, in backlogged orders for our products. Backlogged products represent customer sales
orders that have not yet been processed. Revenue on these orders is expected to be recognized in the
subsequent year.
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Employees

As of July 28, 2007, we had 267 employees, of which 181 were employed in the United States,
were employed in Australia and 19 were employed in Isracl. We consider our relationship with ous
employees to be good. In addition, none of our employees are represented by a labor union.

Available Information

67

Optium Corporation was incorporated in Delaware in September, 2000 and completed its initial

public offering in November 2006. Our principal executive offices are located at 200 Precision Road

Horsham, PA 19044. Our telephone number is (267) 803-3800, and our website address is

www.optium.com. Through a link on the Investor Relations Section of our website, we make availdble,
free of charge, our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports|on

Form 8-K, amendments to those reports, and our proxy statements as soon as reasonably practicabl
after those reports are electronically filed with or furnished to the Securities and Exchange

1]

Commission. The Company “Code of Business Conduct and Ethics™ can also be found on the wepsite.
The information on the website listed above is not and should not be considered part of this Annyal

Report on Form 10-K and is intended to be an inactive textual reference only.

ITEM 1A. Risk Factors

Investing in our common stock involves a high degree of risk. You should carefully consider the
following risk factors, as well as the other information in this Form 10-K, before deciding whether to irJ

vest

in our common stock. If any of the following risks actually materializes, our business, financial condition
and results of operations will suffer. The trading price of our common stock could decline as a result of any

of these risks, and you might lose ail or part of your investment in our common stock.

Risks Related to Qur Business

If optical communications networks do not continue to expand as expected, our business will be adversely
affected.

growth of the communications industry and, in particular, the continued cxpansion of global
information networks, particularly those directly or indirectly dependent upon a fiber optics

Our future success as a manufacturer of optical subsystems ultimately depends on the contimLed

infrastructure. As part of that growth, we are relying on increasing demand for voice, video and other

data delivered over high-bandwidth network systems as well as commitments by network systems

vendors to invest in the cxpansion of the global information network. As network usage and bandwidth
demand increase, so does the need for advanced optical networks to provide the required bandwidth.

Without network and bandwidth growth, the need for our optical subsystems, and hence our future
growth as a manufacturer of these products, is jeopardized. Currently, while increasing demand fgr
network services and for broadband access, in particular, is apparent, growth is limited by several
factors, including, among others, an uncertain regulatory environment, reluctance from content

providers to supply video and audio content over the communications infrastructure, and uncertajnty

regarding long term sustainable business models as multiple industries (cable TV, traditional

telecommunications, wireless, satellite, etc.) offer non-complementary and competing content delivery

solutions. Ultimately, if long-term expectations for network growth and bandwidth demand are ngt

realized or do not support a sustainable business model, our business would be significantly harmed.

Our success will depend on our ability to anticipate and quickly respond to evolving technologies and cistomer

requirements.

The market for optical networking equipment is characterized by substantial capital investmgnt and

diverse and evolving technologies. For example, the market for optical subsystems is currently
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characterized by a trend toward the adoption of “pluggable” modules and subsystems that do not
require customized interconnections and by the development of more complex and integrated optical
subsystems. Qur ability to anticipate and respond to these and other changes in technology, industry
standards, customer requirements and product offerings, and to develop and introduce new and
enhanced products, will be significant factors in our ability to succeed. We expect that new technologies
will continue to emerge as competition in the optical networking equipment industry increases and the
need for higher and more cost efficient bandwidth expands. Our success, in large part, depends upon
our ability to continuously and successfully introduce and market new products and technologies
meeting or exceeding our customers’ expectations. The introduction of new products embodying new
technologies or the emergence of new industry standards could render our existing products
uncompetitive from a pricing standpoint, obsolete or unmarketable. Further, time to market with new
products can provide significant competitive advantages in our industry. It is difficult to displace an
existing supplier or a particular type of optical subsystcms once a network systems vendor has chosen
an initial optical subsystems supplicr for a particular product even if a later to market product supplies
superior performance andfor cost efficiency. If we are unable to make our new products commercially
available quickly, we may lose existing and potential customers and our financial results would suffer.

We and our customers are each dependent upon a limited number of end customers.

Historically, we have generated most of our revenues from a limited number of end customers. For
example, in the fiscal years ended July 28, 2007 and July 29, 2006, we generated 72.0% and 71.4%,
respectively, of our revenues from our four largest end customers during those periods. We may not be
able to offset any decline in revenues from our existing major customers with revenues from new
customers and our quarterly results may be volatile because we are dependent on large orders from
these customers that may be reduced or delayed. Our dependence on a limited number of customers is
due to the fact that the network systems industry is dominated by a small number of large companics,
and the industry continues to consolidate, as with the recent mergers of Cisco Systems and Scientific-
Atlanta, Ericsson and Marconi, Lucent and Alcate! and the network divisions of Nokia Siemens.
Similarly, our customers depend primarily on a limited number of major carrier customers to purchase
their network systems products that incorporate our optical subsystems. Many major telecommunication
services providers are expericncing losses from operations. The further consolidation of the industry,
coupled with potential declining revenues from our major customers, may have a material adverse
impact on our business.

We are under continuous pressure {o reduce the prices of our producits.

The optical network equipment industry has been characterized by falling product prices over time.
Many of our competitors outsource their manufacturing operations to locations with low labor costs,
allowing them to offer their products at lower prices than if they used manufacturing facilities in the
United States. If optical subsystem products become more standardized, the cost advantages of our
embedded software approach to product customization will be reduced and our business would be
significantly harmed. In addition, if we are unable to reduce our costs in connection with price
reductions, our results of operations will be harmed.

Our financial results often vary significantly from quarter-to-quarter due to a number of factors, which may
lead to volatility in our stock price.

Our quarterly revenue and other opcrating results have varied in the past and are likely to
continue to vary significantly from quarter to quarter. This variability may lead to volatility in our stock
price as equity rescarch analysts and investors respond to these quarterly fluctuations. These
fluctuations are due to numerous factors, including:

* fluctuations in demand for intelligent optical networking products;
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* the timing and size of sales of our products; !

* length and variability of the sales cycles of our products; :

* the timing of recognizing revenue; [

* new product introductions and enhancements by our competiltors and ourselves;
* changes in our pricing policies or the pricing policies of our clompetitors;

- . . I
* our ability to develop, introduce and ship new products and product enhancements that meet

customer requirements in a timely manner; and !
|

* our ability to attain and maintain production volumes and quality levels for our products.
I
Because of quarterly fluctuations, we believe that quarter-to-quarter comparisons of our operating

results are not necessarily meaningful. Moreover, our operating results may not meet our announced
guidance or expectations of equity research analysts or investors, in whlch case the price of our
commeon stock could decrease significantly. :

In addition, our expense levels are based, in significant part, on,our expectations as to future
revenue and are largely fixed in the short term. As a result, we may be unable to adjust spending in a
tlmely manner to compensate for any unexpected shortfall in revenue Furthermore, we intend to
increase our operating expenses as we expand our manufacturing, research and development, sales and
marketing, and administrative organizations. The timing of these increases and the rate at which new
personnel become productwe will affect our operating results. Any revenue shortfall, and the resulting
decrease in operating income or increase in operating loss, could lead to volatility in the price of our
common stock. |

|
We depend on a limited number of component suppliers who could disrupt our business if they stopped,
decreased or delayed shipments and increased demand for components géneralbi could lead to shortages.

We depend on a limited number of suppliers of components used to manufacture certain of our
products. A small number of these suppliers are sole sources. We typically have not entered into
long-term agreements with our suppliers and, therefore, these suppliers generally may stop supplying
materials and equipment at any time. The reliance on a sole suppher or limited number of suppliers
could result in delivery problems, reduced control over product pl'lClIlg and quality, and an inability to
identify and qualify another supplier in a timely manner. Recently, demand for components has rapidly
increased, and we rely on our suppliers to ramp production to meet' our demand. Any supply
deficiencies relating to the quality or quantities of components we u§e to manufacture our products
could adversely affect our ability to fulfill customer orders or our financial results of operations.

We are subject to a number of risks with respect to our Optium Australia ROADM operations.

Qur future results of operations will be substantially influenced by the success of our WSS
ROADM product line, and we are subject to a number of risks and uncertainties in this regard,
including the following: ;

* In the near term, we are expecting that our WSS ROADMs v:vill become key components of next
generation network systems demanded by the market. Any delay by network systems vendors in
including our WSS ROADMs in their network systems from the timetable we expect, or any
decision by such vendors not to include our WSS ROADMs in amounts we expect, would
significantly alter our near term prospects for growth and harm our business and financial
condition. |

* We are ramping the capacity of the production line for our WSS ROADMs at our Optium
Australia facility in Sydney, Australia to meet expected customer demand. This ramping of
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capacity will involve significant investment by us, for which we will not realize the benefit we
expect if customer demand is not what we expect. Any delay in the production line being able to
provide commercial volumes in the quantities anticipated would delay and could limit our ability
to realize the full benefit of the commercialization of our W88 ROADMs, which would
negatively affect our revenues and competitive position. In addition, a failure to achieve
manufacturing yields from such production line comparable to the yields obtained at our
Horsham, Pennsylvania facility would negatively impact our margins and operating results.

We are subject to a number of risks as a result of our recent acquisition of Kailight Photonics.

In May 2007, we acquired Kailight Photonics, Inc. of Nes Ziona, Israel, a developer of 40Gb/s
transceivers and related technologies. Our future results of operations will be substantially influenced
by the operations of this new business, and we are subject to a number of risks and uncertainties
related to this acquisition, including the following:

* In the near term, we are expecting that our 40Gb/s products will become key components of
next generation network systems demanded by the market. We acquired Kailight Photonics, in
part, based upon this expectation. Any delay by network systems vendors in including our 40Gb/s
products in their network systems from the timetable we expect, or any decision by such vendors
not to include our 40Gb/s products in amounts we expect, would significantly alter our near term
prospects for growth and harm our business and financial condition.

* We are currently expanding our production line for our 40Gb/s products at our Horsham,
Pennsylvania headquarters. This ramping of capacity will involve significant investment by us, for
which we will not realize the benefit we expect if customer demand is not what we expect. Any
delay in the production line being able to produce commercial volumes in the quantities
anticipated would delay our ability to commercialize our 40Gb/s products, which would
negatively affect our revenues and competitive position. In addition, a failure to achieve
manufacturing yields from such production line comparable to the yields obtained with respect
to our 10Gb/s products would negatively impact our margins and operating results.

* We may incur charges to operations in amounts that are not currently estimable to reflect costs
associated with integrating the acquired business with our company. These costs could adversely
affect our future operating results.

* We have become a larger and more geographically dispersed organization, and if our
management is unable to effectively manage the combined business, our operating results will
suffer.

Our success will depend on our ability to quickly adjust to changes in customer demand and lead times.

Our industry is characterized by rapidly shifting demand among various product types and requests
for shorter manufacturing lead times as our customers respond to market trends. As a result, forecasts
from our customers may not provide us with sufficient visibility into the breakdown of long-term
demand. If we are not able to quickly adjust to shifting demand among various product types or meet
the required lead times of our customers, our business could be adversely affected. Further, lower
visibility could cause our results to materially differ quarter to quarter,

We do not have long-term volume purchase contracts with our customers.

Generally, we have not entered into long-term volume purchase contracts with our customers. As a
result, any of our customers may cease to purchase our products at any time. If any of our major
customers stop purchasing our products for any reason, our business and results of operations would be
harmed.
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If we fail to retain our chief executive officer and other key personnel or if we fail to attract additional
qualified personnel, we may not be able to achieve our anticipated level of growth and our business could
suffer.

Our future depends, in part, on our ability to attract and retain key personnel. Our future depends
on the continued contributions of our executive officers and other key technical personnel, each of
whom would be difficult to replace. In particular, Eitan Gertel, our chief executive officer, president
and chairman, is critical to the management of our business and operations, as well as the development
of our strategic direction. The loss of services of Mr. Gertel or other executive officers or key
personnel or the inability to continue to attract qualified personnel could have a material adverse effect
on our business. Competition for highly skilled technical people is extremely intense and we continue to
face difficulty identifying and hiring qualified personne! in many areas of our business. We may not be
able to hire and retain such personnel at compensation levels consistent with our existing compensation
and salary structure. Many of the companies with which we compete for hiring experienced employees
have greater resources than we have. In addition, in making employment decisions, particularly in the
high-technology industries, job candidates often consider the value of the equity they are to receive in
connection with their employment. Therefore, significant volatility in the price of our siock may
adversely affect our ability to attract or retain technical personnel. Furthermore, changes to accounting
principles generally accepted in the United-States relating to the expensing of stock options may
discourage us from granting the sizes or types of stock options that job candidates may require to
accept our offer of employment.

Potential future acquisitions could be difficult to integrate, divert the attention of key personnel, disrupt our
business, dilute stockholder value and impair our financial results.

As part of our business strategy, we intend to pursue acquisitions of companies, technologies and
products that we believe could accelerate our ability to compete in our core markets or allow us to
enter new markets. Acquisitions involve numerous risks, any of which could harm our business,
including:

+ difficulties in integrating the operations, technologies, products, existing contracts, accounting
and personnel of the target company and realizing the anticipated synergies of the combined
businesses;

» difficulties in supporting and transitioning customers, if any, of the target company;
» diversion of financial and management resources from existing operations;

* the price we pay or other resources that we devote may exceed the value we realize, or the value
we could have realized if we had allocated the purchase price or other resources to another
opportunity;

» risks of entering new markets in which we have limited or no experience;

» potential loss of key employees, customers and strategic alliances from either our current
business or the target company’s business;

* assumption of unanticipated problems or latent labilities, such as problems with the quality of
the target company’s products;

* inability to generate sufficient revenue to offset acquisition costs;
* equity based acquisitions may have a dilutive effect on our stock; and

* inability to successfully complete transactions with a suitable acquisition candidate.
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Acquisitions also frequently result in the recording of goodwill and other intangible assets which
are subject to potential impairments in the future that could harm our financial results. As a result, if
we fail to properly evaluate acquisitions or investments, we may not achieve the anticipated benefits of
any such acquisitions, and we may incur costs in excess of what we anticipate. The failure to
successfully evaluate and execute acquisitions or investments or otherwise adequately address these
risks could materially harm our business and financial results.

If we fail to manage or anticipate our long-term growth and expansion requirements, our business will suffer.

In recent years, we have experienced significant growth through among other things, internal
expansion programs, product development and our acquisitions of Engana, now Optium Auvstralia, and
Kailight Photonics (to be renamed Optium Israel). We currently anticipate continued growth. In
connection with this growth, we will be required to expand our manufacturing operations, including
hiring new personnel, purchasing additional equipment, leasing or purchasing additional facilities and
developing the management infrastructure to manage any such expansion. If we fail to secure these
expansion requirements and for manage our future growth effectively, in particular during periods of
industry uncertainty, our business could suffer.

Our products are complex and may take longer to develop than anticipated and we may not recognize
revenues from new products until after long field testing and customer acceptance periods.

Many of our new products must be tailored to customer specifications. As a result, we are
constantly developing new preducts and using new technologies in those products. These products often
take substantial time to develop because of their complexity and because customer specifications
sometimes change during the development cycle. We often incur substantial costs associated with the
research and development and sales and marketing activities in connection with products that may be
purchased long after we have incurred the costs associated with designing, creating and selling such
products.

If our customers do not qualify our products or f our customers determine not to purchase products we have
in development, our operating results could suffer.

Most of our customers do not purchase our products, other than limited numbers of evaluation
units, prior to qualification of our products. Our existing products, as well as each new product, must
pass through varying levels of qualification with our customers. In addition, due to the rapid
technological changes in our market, a customer may cancel or modify a design project before we begin
large-scale manufacture of the product and receive revenue from the customer. It is unlikely that we
would be able to recover the expenses for cancelled or unutilized design projects. It is difficult to
predict with any certainty the frequency with which customers will cancel or modify their projects, or
the effect that any cancellation or modification would have on our results of operations.

If carriers that purchase network systems from customers fail to qualify or delay qualifications of any
products sold by our customers that contain our products, our business could be harmed.

The qualification and field testing of our customers’ network system products by their carrier
customers is long and unpredictable. This process is not under the control of us or our customers, and
as a result timing of our revenues is unpredictable. Any delay in qualification of one of our customers’
network systems from what we anticipate could result in the delay or cancellation of orders from our
customers for subsystems included in the applicable network system, which could harm our resulis of
operations.
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Delays, disruptions or quality control problems in manufacturing could result in delays in product shipments
to customers and could adversely affect our business.

We may experience delays, disruptions or quality control problems in our manufacturing
operations. As a result, we could incur additional costs that would adversely affect gross margins, and
product shipments to our customers could be delayed beyond the shipment schedules requested by our
customers, which would negatively affect our revenues, competitive position and reputations.

We may experience low manufacturing yields.

Manufacturing yields depend on a number of factors, including the volume of production due to
customer demand and the nature and extent of changes in specifications required by customers for
which we perform design-in work. Higher volumes due to demand for a fixed, rather than continually
changing, design generally results in higher manufacturing yields, whereas lower volume production
generally results in lower yields, In addition, lower yields may result, and have in the past resulted,
from commercial shipments of products prior to full manufacturing qualification to the applicable
specifications. Changes in manufacturing processes required as a result of changes in product
specifications, changing customer needs and the introduction of new product lines have historically
caused, and may in the future cause, significantly reduced manufacturing yields, resulting in low or
negative margins on those products. Moreover, an increase in the rejection rate of products during the
quality control process before, during or after manufacture, results in lower yields and margins. Finally,
manufacturing yields and margins can also be lower if we receive or inadvertently use defective or
contaminated materials from our suppliers.

We face intense competition from other providers of optical subsystems, as well as competition from providers
offering alternative products, which could negatively impact our results of operations and cause our market
share to decline.

We believe that a number of companies have developed or are developing optical subsystems that
compete directly with our product offerings. Many current and potential competitors have substantially
greater financial, marketing, research and manufacturing resources than we possess, and there can be
no assurance that our current and future competitors will not be more successful than us.

In the event that the optical subsystems market expands, competition may intensify as additional
competitors enter the market and current competitors expand their product lines. Companies
competing with us may introduce products that are competitively priced, have increased performance or
functionality, or incorporate technological advances that we have not yet developed or implemented,
and may be able to react quicker to changing customer requirements and expectations. There is also
the risk that network systems vendors may re-enter the subsystem market and begin to manufacture the
optical subsystems incorporated in their network systems. Increased competitive pressure or a decision
by any of our customers to manufacture optical subsystems for inclusion in their network systems could
result in a loss of sales or market share or cause us to lower prices for our products, any of which
would harm our business and operating results.

Our future operating results may be subject to volatility as a result of exposure to foreign currency exchange
risks and foreign losses.

All sales of our products are made in United States dollars. Nevertheless, a few of our suppliers to
our subsidiaries Optium Australia and Kailight Photonics (to be renamed Optium Israel) are paid in
Australian dollars and Israeli shekels, respectively. In addition, all employee and other local expenses of
Optium Australia and Kailight Photonics are paid in Australian dollars and Israeli shekels, respectively.
This exposes us to foreign currency exchange rate risks. If the value of the Australian dollar and/or
Israeli shekel relative to the United States dollar rises, these expenses of Optium Australia and/or
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Kailight Photonics, as applicable, will correspondingly increase. We currently do not use derivative
financial instruments to mitigate this exposure. We continue to review this issue and may consider
hedging certain foreign exchange risks through the use of currency futures or options in future periods.

In the year ended July 28, 2007, we recorded a U.S. deferred tax asset of approximately
$13.9 million. We recognized the U.S. deferred tax asset when it met a “more likely than not”
recognition threshold in connection with likely future taxable income realization. Currently, we
recognize income in our US operations and losses in our Australian and Israeli operations; the
combination of domestic income and foreign losses, in addition to recognition of additional deferred
tax assets, could affect our quarterly and year to date effective tax rates.

If we fail to protect, or incur significant costs in defending, our intellectual property and other proprietary
rights, our business and results of operations could be materially harmed.

Our success depends on our ability to protect our intellectual property and other proprietary
rights. We rely primarily on patents, trademarks, copyrights, trade secrets and unfair competition laws,
as well as license agreements and other contractual provisions, to protect our intellectual property and
other proprietary rights. Significant technology used in our products, however, is not the subject of any
patent protection, and we may be unable to obtain patent protection on such technology in the future.
Moreover, existing U.S. legal standards relating to the validity, enforceability and scope of protection of
intellectual property rights offer only limited protection, may not provide us with any competitive
advantages, and may be challenged by third parties. In addition, the laws of countries other than the
United States in which we market our products may afford little or no effective protection of our
intellectual property. Accordingly, despite our efforts, we may be unable to prevent third parties from
infringing upon or misappropriating our intellectual property or otherwise gaining access to our
technology. Unauthorized third parties may try to copy or reverse engineer our products or portions of
our products or otherwise obtain and use our intellectual property. If we fail to protect our intellectual
property and other proprietary rights, our business, results of operations or financial condition could be
materially harmed.

In addition, defending our intellectual property rights may entail significant expense. We believe
that certain products in the marketplace may infringe our existing intellectual property rights. We have,
from time to time, resorted to legal proceedings to protect our intellectual property and may continue
to do so in the future. We may be required to expend significant resources to monitor and protect our
intellectual property rights. Any of our intellectual property rights may be challenged by others or
invalidated through administrative processes or litigation. If we resort to legal proceedings to enforce
our intellectual property rights or to determine the validity and scope of the intellectual property or
other proprietary rights of others, the proceedings could result in significant expense to us and divert
the attention and efforts of our management and technical employees, even if we were to prevail.

Third parties may claim we are infringing their intellectual property rights and we could be prevented from
selling our products, or suffer significant litigation expense, even if these claims have no merit.

Our competitive position is driven in part by our intellectual property and other proprietary rights.
Third parties, however, may claim that we or our products or operations are infringing their intellectual
property rights, and we may be unaware of intellectual property rights of others that may cover some of
our assets, technology and products. In that regard, JDS Uniphase Corporation and EMCORE
Corporation filed a complaint on September 11, 2006 alleging that our 1550 nm HFC externatly
modulated transmitter, in addition to possibly “products as yet unidentified,” infringes on two U.S.
patents. On March 14, 2007, JDS Uniphase and EMCORE Corporation filed a second complaint in the
United States District Court for the Western District of Pennsylvania alleging that the Company’s
1550 nm HFC quadrature amplitude modulated transmitiers, in addition to possibly “products as yet
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unidentified”, infringe on another U.S. patent. The plaintiffs in both cases are sceking for the court to
dectare that we have willfully infringed on such patents and to be awarded up to three times the
amount of any compensatory damages found, if any, plus any other damages or costs incurred. Any
litigation regarding patents, trademarks, copyrights or other intellectual property rights, even those
without merit, could be costly and time consuming, and divert our management and key personnel from
operating our business. The complexity of the technology involved and inherent uncertainty and cost of
intellectual property litigation increases our risks. If any third party has a meritorious or successful
claim that we are infringing its intellectual property rights, we may be forced to change our products or
manufacturing processes, which may be costly or impractical. This also may require us to stop selling
our products as currently engineered, which could harm our competitive position. We also may be
subject to significant damages or injunctions that prevent the further development of certain of our
products or services.

If we fail to obtain the right to use the intellectual property rights of others necessary to operate our business,
our ability to succeed will be adversely affected.

Numerous patents in our indusiry are held by others, including academic institutions and our
competitors. Optical subsystem suppliers may seek to gain a competitive advantage or other third
partics may seek an economic return on their intellectual property portfolios by making infringement
claims against us. In the future, we may nced to obtain license rights to patents or other intellectual
property held by others to the extent necessary for our business. Unless we are able to obtain those
licenses on commercially rcasonable terms, patents or other intellectual property held by others could
inhibit our development of new products for our markets. Licenses granting us the right to use third
party technology may not be available on commercially reasonable terms, if at all. Generally, a license,
if granted, would include payments of up-front fees, ongoing royalties or both. These payments or other
terms could have a significant adverse impact on our cperating results. Qur larger competitors may be
able to obtain licenses or cross-license their technology on better terms than we can, which could put
us at a competitive disadvantage.

We will incur significant increased costs as a result of operating as a public company, and our management
will be required to devote substantial time to new compliance initiatives.

We have only recently begun to operate as a public company. As a public company, we will incur
significant legal, accounting and other expenses that we did not incur as a private company. In addition,
the Sarbanes-Oxley Act of 2002, as well as new rules subsequently implemented by the Securities and
Exchange Commission, or SEC, and the NASDAQ Global Market, has imposed various new
requirements on public companies, including requiring changes in corporate governance practices. Our :
management and other personnel will need to devote a substantial amount of time to these new !
compliance initiatives. Moreover, these rules and regulations will increase our legal and financial
compliance costs and will make some activities more time-consuming and costly.

In addition, the Sarbanes-Oxley Act requires, among other things, that we maintain effective
internal control over financial reporting and disclosure controls and procedures. In particular, under
current rules, commencing with respect to our fiscal year ending August 2, 2008, we must perform
system and process evaluation and testing of our internal control over financial reporting to allow
management to report on the effectiveness of our internal control over financial reporting, as required
by Section 404 of the Sarbanes-Oxley Act, or Section 404. Our testing, or the subsequent testing by our
independent registered public accounting firm, may reveal deficiencies in our internal control over
financial reporting that are deemed to be material weaknesses. OQur compliance with Section 404 will
require that we incur substantial accounting expense and expend significant management time on
compliance-related issues. We will evaluate the need to hire additional accounting and financial staff
with appropriate public company experience and technical accounting knowledge. Moreover, if we are
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not able to comply with the requirements of Section 404 in a timely manner, or if we or our
independent registered public accounting firm identifies deficiencies in our internal control over
financial reporting, the market price of our stock could decline and we could be subject to sanctions or
investigations by the NASDAQ Global Market, the SEC or other regulatory authoritics, which would
require additional financial and management resources.

We may not be able to obtain capital when desired on faverable terms, if at all, or without dilution to our
stockholders.

We anticipate that our current cash, cash equivalents, and cash provided by operating activities will
be sufficient to meet our current and anticipated needs for general corporate purposes for at least the
next 12 months. We operate in a market, however, that makes our prospects difficult to evaloate. It is
possible that we may not generate sufficient cash flow from operations or otherwise have the capital
resources to meet our future capital needs. If this occurs, we may need additional financing to execute
on our current or future business strategies, including to:

* acquire complementary businesses or technologies;
* enhance our operating infrastructure;

* hire additional technical and other personnel; or

* otherwise respond to compelitive pressures,

If we raise additional funds through the issuance of equity or convertible debt securities, the
percentage ownership of our stockholders could be significantly diluted, and these newly-issued
securities may have rights, preferences or privileges senior to those of existing stockholders. We cannot
assure you that additional financing will be available on terms favorable to us, or at all. If adequate
funds are not available or are not available on acceptable terms, if and when needed, our ability to
fund our operations, take advantage of unanticipated opportunitics, develop or enhance our products,
or otherwise respond to competitive pressures could be significantly limited.

We may be faced with product liability claims.

Despite quality assurance measures, there remains a risk that defects may occur in our products.
The occurrence of any defects in our products could give rise to liability for damages caused by such
defects. They could, moreover, impair the market’s acceptance of our products. Both could have a
material adverse effect on our business and financial condition. Although we carry product liability
insurance, we cannot assurc investors that this insurance would adequately cover our costs arising from
defects in our products.

Business disruptions resulting from international uncertainties could negatively impact our profitability.

We derive, and expect to continue to derive, a significant portion of our revenue from
international sales in various markets. In addition, we have operations in Sydney, Australia and Nes
Ziona, Israel. Our international revenue and operations are subject to a number of material risks,
including, but not limited to:

« difficulties in staffing, managing and supporting operations in more than one country;
+ difficulties in enforcing agreements and collecting receivables through foreign legal systems;
+ fewer legal protections for intellectual property;

* foreign and U.S. taxation issucs and international trade barriers;
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* difficulties in obtaining any necessary governmental authorizations for the export of our products
to certain foreign jurisdictions;

» fluctuations in foreign economies;
* fluctuations in the value of foreign currencies and interest rates;
* general economic and political conditions in the markets in which we operate;

« domestic and international economic or political changes, hostilities and other disruptions in
regions where we currently operate or may operate in the future; and

+ different and changing legal and regulatory requirements in the jurisdictions in which we
currently operate or may operate in the future.

Negative developments in any of these areas in one or mere countries could result in a reduction
in demand for our products, the cancellation or delay of orders already placed, difficulties in producing
and delivering our products, threats to our intellectual property, difficulty in collecting receivables, and
a higher cost of doing business, any of which could negatively impact our business, financial condition
or results of operations. Moreover, our sales, including sales to customers outside the United States,
are denominated in U.S. dollars, and downward fluctuations in the value of foreign currencies relative
to the U.S. dollar may make our products more expensive than other products, which coutd harm our
business.

We may be unable to utilize our net operating loss carryforwards to reduce our income taxes.

As of July 28, 2007, we had net operating loss, or NOL, carryforwards of approximately
$25.4 million for federal and $9.8 million for state income tax purposes expiring through fiscal year
ending July 2025. These NOL carryforwards represent an asset to the extent they can be utilized to
reduce future cash income tax payments, Utilization of our NOL carryforwards depends on the timing
and amount of taxable income earned in the future, which we are unable to predict. We have
performed an analysis to determine whether an ownership change under Section 382 of the Internal
Revenue Code has occurred. The effect of an ownership change would be the imposition of an annual
limitation on the use of the NOL carryforwards attributable to periods before the change. The review
determined we have no limitations related to the NOL carryforwards. We have NOLs in the United
States, Australia and Israel. Currently, we recognize income in our US operations and losses in our
Australian and Israelt operations, and the complexity of the application of the NOLs in consolidation
may adversely affect our future effective tax rate.

In the year ended July 28, 2007, we recorded a U.S. deferred tax asset, by removing a valuation
allowance, of approximately $13.9 million. This one time recognition positively affected our net income
for fiscal year 2007. We recognized the U.S. deferred tax asset when it met a “more likely than not”
recognition threshold in connection with likely future taxable income realization.

Risks Related to Ownership of Qur Common Stock

If equity research analysts do not publish research or reports about our business or if they issue unfavorable
commentary or downgrade our common stock, the price of our common stock could decline.

The trading market for our common stock relies in part on the research and reports that equity
research analysts publish about us and our business. The price of our stock could decline if one or
more securities analysts downgrade our stock or if those analysts issue other unfavorable commentary
or cease publishing reports about us or our business.
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Some of the factors that may cause the market price of our common stock to fluctuate include:

* fluctuations in our quarterly financial results or the quarterly financial results of companies
perceived to be similar to us;

* changes in estimates of our financial results or recommendations by securities analysts;
* failure of any of our products to achieve or maintain market acceptance;

» changes in market valuations of similar companies;

* success of competitive products;

s changes in our capital structure, such as future issuances of securities or the incurrence of
additional debt;

* announcements by us or our competitors of significant products, contracts, acquisitions or
strategic alliances;

s regulatory developments in the United States, foreign countries or both;
» litigation involving our company, our general industry or both;

+ additions or departures of key personnel;

* investors’ general perception of us;

* changes in general economic, industry and market conditions; and

* changes in regulatory and other dynamics.

In addition, if the market for technology stocks or the stock market in general experiences a loss
of investor confidence, the trading price of our common stock could decline for reasons unrelated to
our business, financial condition or results of operations. If any of the foregoing occurs, it could cause
our stock price to fall and may expose us to class action lawsuits that, even if unsuccessful, could be
costly to defend and a distraction to management.

A significant portion of our total outstanding shares may be sold into the public market, which could cause
the market price of our common stock to drop significantly, even if our business is doing well,

Sales of a substantial number of shares of our common stock in the public market could occur at
any time. These shares are able to be sold, subject to any applicable volume limitations under federal
securities laws, at any time. These sales, or the market perception that the holders of a large number of
shares intend to sell shares, could reduce the market price of our common stock.

In addition, as of October 19, 2007 there were 48,979 shares subject to outstanding warrants and
2,364,248 shares subject to outstanding options, and additional shares will be available for issuance
under our stock option plans. These shares are eligible for sale in the public market to the extent
permitted by any applicable vesting requirements. Moreover, holders who, at the time of our initial
public offering, held an aggregate of approximately 17 million shares of our common stock have rights,
subject to some conditions, to require us to file registration statements covering their shares or to
include their shares in registration statements that we may file for ourselves or other stockholders. We
have also registered all shares of common stock that we may issue under our employee benefit plans.
Once we register these shares, they can be freely sold in the public market upon issuance, subject in
certain cases to applicable volume limitations.
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Our directors, management and entities associated with them will exercise significant control over our
company, which will limit your ability to influence corporate matters.

Our executive officers and directors and entities associated with them collectively beneficially own
approximately 49% of our outstanding common stock as of October 15, 2007. As a result, these
stockholders, if they act together, will be able to influence our management and affairs and all matters
requiring stockholder approval, including the election of directors and approval of significant corporate
transactions. This concentration of ownership may have the effect of delaying or preventing a change in
control of our company and might negatively affect the market price of our common stock.

Provisions in our certificate of incorporation and by-laws and Delaware law might discourage, delay or
prevent a change of control of our company or changes in our management and, therefore, depress the trading
price of eur common stock.

Provisions of our certificate of incorporation and by-laws and Delaware law may discourage, delay
or prevent a merger, acquisition or other change in control that stockholders may consider favorable,
including transactions in which you might otherwise receive a premium for your shares of our common
stock. These provisions may also prevent or frustrate attempts by our stockholders to replace or remove
our management. These provisions include:

* limitations on the removal of directors;

* a classified board of directors so that not all members of our board are elected at one time;
* advance notice requirements for stockholder proposals and director nominations;

* the inability of stockholders to act by written consent or to call special meetings;

+ the ability of our board of directors to make, alter or repeal our by-laws; and

* the ability of our board of directors to designate the terms of and issue new series of preferred
stock without stockholder approval.

The affirmative vote of the holders of at least 75% of our shares of capital stock entitled to vote is
necessary to amend or repeal the above provisions of our certificate of incorporation. In addition,
absent approval of our board of directors, our by-laws may only be amended or repealed by the
affirmative vote of the holders of at teast 75% of our shares of capital stock entitled to vote.

In addition, Section 203 of the Delaware General Corporation Law prohibits a publicly-held
Delaware corporation from engaging in a business combination with an interested stockholder,
generally a person which together with its affiliates owns, or within the last three years has owned, 15%
of our voting stock, for a period of three years after the date of the transaction in which the person
became an interested stockholder, unless the business combination is approved in a prescribed manner.

The existence of the foregoing provisions and anti-takeover measures could limit the price that
investors might be willing to pay in the future for shares of our common stock. They could also deter
potential acquirers of our company, thereby reducing the likelihood that you could receive a premium
for your common stock in an acquisition.

We do not currently intend to pay dividends on our common stock and, consequently, your ability to achieve a
return on your investment will depend on appreciation in the price of our common stock.

We have never declared or paid any cash dividends on our common stock and do not currently
intend to do so for the foreseeable future. We currently intend to invest our future earnings, if any, to
fund our growth. Therefore, you are not likely to receive any dividends on your common stock for the
foreseeable future.
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Executive Officers of the Registrant

The following table sets forth information regarding our executive officers, including their ages as
of October 24, 2007.

Name Age Position

Eitan Gertel . .. ................ 45  Chairman of the Board, President and Chief Executive
Officer

Christopher Brown . ... .. ........ 40  General Counsel and Vice President of Corporate
Development

Mark Colyar................... 44  Senior Vice President of Engineering and General
Manager of Optium U.S.

Anthony Musto ... ........... .. 47  Vice President of Sales and Marketing

SimonPoole................... 49  Vice President of Business Development and General
Manager of Optium Australia

David Renner. .. ............... 39  Chief Financial Officer

Sagie Tsadka .................. 42 Vice President and General Manager of Optium Israel

Eitan Gertel has served as our President and as a director since March 2001 and as Chief Executive
Officer and Chairman of the Board since February 2004, Mr. Gertel worked as Vice President and
General Manager of the former transmission systems division, or TSD, of JDSU from 1995 to 2001.
JDSU is a provider of broadband test and management solutions and optical products. Mr. Gertel
holds a B.S.E.E. from Drexel University.

Christopher Brown has served as our General Counsel and Vice President of Corporate
Development since August 2006. Prior to this, Mr. Brown was a partner at the law firm of Goodwin
Procter LLP from January 2005 to August 2006, a partner at the taw firm of McDermott, Will &
Emery from January 2003 to January 2005 and an associate at McDermott, Will & Emery from
March 2000 to January 2003. Mr. Brown holds a B.A. in Economics and a B.A. in Political Science
from the University of Massachusetts at Amherst and a J.D. from Boston College Law School.

Mark Colyar has served as our Senior Vice President of Engineering since April 2001 and General
Manager of our U.S. operations since February 2004. Mr. Colyar served in various positions at JDSU’s
former TSD division from November 1995 to April 2001, including the Director of Sales and
Marketing, Vice President of Engineering and Vice President of Operations. Mr. Colyar holds a
B.S.E.E. from Drexel University.

Anthony Musto has served as our Vice President of Sales and Marketing since April 2001.
Mr. Musto worked at JDSU as a Director of Marketing from 1999 to 2001. Prior to this, Mr. Musto
was the Director of Business Development at Sarnoff Corporation, where he was responsible for the
optical, microwave, and computing areas. Mr. Musto has also held positions with Microwave
Semiconductor Corporation, Optimax, and AEL Defense Corporation. Mr. Musto holds a B.S.E.E.
from Pennsylvania State University.

Simon Poole has served as our Vice President of Business Development since March 2006 and a
General Manager of Optium Australia since January 2007. Dr. Poole served as Vice President of
Business Development for Engana from July 2005 until March 2006. Dr. Poole was a founder of
Engana and served as its joint Chief Executive Officer from January 2002 unti} July 2005 and its Chief
Executive Officer from September 2001 to January 2002. Prior to this, Dr. Poole was the founder and
Chief Executive Officer of Indx Pty. Ltd., a provider of fiber Bragg gratings, which was acquired in
October 1997 by Uniphase, now a part of JDSU, and served JDSU Australia as General Manager from
the time of such acquisition to April 1998 and as Technical Director from April 1998 to February 2001.
Dr. Poole holds a B.Sc. in electrical engineering and a Ph,D. in optical fibers from Southampton
University.
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David Renner has served as our Chief Financial Officer since February 2004 and served as our Vice
President of Finance and Administration from May 2002 through January 2004. Mr. Renner worked for
us as a consultant in the areas of financial reporting, forecasting and enterprise resource planning from
January 2002 through April 2002. Prior to this, Mr. Renner worked as the Corporate Director of
Financial Shared Services for JDSU in 2001 and as the Director of Finance at JDSU’s former TSD
division from 1999 to 2001. Mr. Renner holds a B.A. in business administration from the University of
San Diego.

Sagie Tsadka has served as our Vice President and General Manager of Optium Israel since
May 2007. Mr. Tsadka has over 20 years of experience in electro-optics research, development, and
management. From September 2000 to May 2007, he was President and CEO of Kailight
Photonics Inc., which was acquired by Optium in May 2007. Prior to Kailight, Mr. Tsadka was Core
Technology Manager at Applied Materials/PDC Group from March 1997 to August 2000. Between
September 1991 and March 1997 he served as a researcher and Project Manager at Soreq NRC. A
graduate of the prestigious “Talpiot” program of the Israel Defense Forces, Mr. Tsadka began his
career managing plans for new weapons development with the IDF Ground Corps, where he spent
5 years from August 1986 to September 1991. Mr. Tsadka holds a BSc in Physics and Mathematics
from the Hebrew University in Jerusalem and an MSc. in Physics from Tel Aviv University.

There are no family relationships among any of our executive officers.

Item 2. Properties

We currently lease space in the United States, Australia and Israel. We do not own any real
property. The following is a summary of the properties we leased at July 28, 2007:

Location Purpose

Horsham, Pennsylvania . .......... Manufacturing, research and development, engineering, sales
and administration, executive offices

Orlando, Florida. . .............. Subleased to third party tenants

Sydney, Australia . .............. Manufacturing, research and development, engineering,
administration offices

Nes Zicona, Israel . .............. Research and development, engineering, manufacturing

In connection with our 2003 restructuring, we closed our Orlando, Florida manufacturing facility.
The lease for this building expires on April 30, 2008. This facility is currently being subleased by two
third party tenants, whose subleases expire on March 31, 2008 and April 30, 2008.

We believe our facilities are in good condition, are suitable and adequate to accommodate our
needs for the foreseeable future, and are, with minor exceptions as described above, fully utilized and
operating at normal capacity.

Item 3. Legal Proceedings

In December 2004, we terminated our relationship with Appletec Limited, an Israeli company that
was assisting us with our sales efforts in Israel. Beginning in February 2005 and through May 2005, we
received correspondence from Appletec claiming we owed Appletec sales commissions. We do not
believe that we owe any further commissions to Appletec. However, in June 2005 we sent a letter to
Appletec’s counsel proposing a settlement. We did not receive a response to our proposat and Appletec
filed an action in Israel against us and a consultant of ours alleging damages in an amount of
approximately $1.8 million. We intend to defend ourselves vigorously and we do not expect the ultimate
outcome of this matter to have a material adverse effect on our business, financial position, or results
of operations.
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On September 11, 2006, JDS Uniphase Corporation and EMCORE Corporation filed a complaint
in the United States District Court for the Western District of Pennsylvania alleging that our 1550 nm
HFC externally modulated transmitter, in addition to possibly “products as yet unidentified,” infringes
on two U.S. patents. Since expert discovery is currently in process, we are unable to determine the
ultimate outcome of this litigation. On March 14, 2007, JDS Uniphase and EMCORE Corporation
filed a second complaint in the United States District Court for the Western District of Pennsylvania
alleging that our 1550 nm HFC quadrature amplitude modulated transmitter, in addition to possibly
“products as yet unidentified,” infringes on another U.S. patent. Since discovery is currently in process,
we are unable to determine the ultimate outcome of this second litigation. During the fiscal year ended
July 28, 2007, sales of our 1550 nm HFC externally modulated transmitter and our 1550 nm HFC
quadrature amplitude modulated transmitters, together, represented approximately 5% of our revenues.
The plaintiffs are seeking for the court to declare that we have willfully infringed on such patents and
to be awarded up to three times the amount of any compensatory damages found, if any, plus any
other damages and costs incurred. We intend to vigorously defend the claims asserted against us and
we believe that we have meritorious defenses.

In the ordinary course of business, the Company is party to litigation, claims and assessments.
Based on information currently available, management does not believe the impact of these matters will
have a material effect on the financial condition, resuits of operations or cash flows of the Company.

Item 4. Submission of Matters to a Vote of Security Holders

No matter was submitted to a vote of security holders through the solicitation of proxies or
otherwise during the fourth quarter of fiscal year 2007.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and lssuer Purchase of
Equity Securities

Qur common stock began trading on an as issued basis on the NASDAQ Global Market under the
symboi “OPTM” on October 27, 2006, in connection with our initial public offering. The following
table sets forth the high and low closing sale prices of our common stock as reported by the NASDAQ
for each quarter period we were traded during the fiscal year 2007,

Fiscal year ended July 28, 2007 High Low

Quarter ended October 28, 200600 . ... ... ... ... ....... $19.60 $19.60
Quarter ended January 27,2007 ... ........ ... . o $26.43 $17.80
Quarter ended April 28,2007 . ... ... ... ... . $25.11  $17.96
Quarterended July 28,2007 . . . .. ... ... ... ... . .. $17.80 $11.10

(M Qur stock was traded on the open market during the first fiscal quarter of 2007 only on
October 27, 2006, as our quarter ended on Saturday October 28, 2006.

On October 19, 2007 there were approximately 137 holders of record of our common stock. On
October 19, 2007, the closing price of our common stock on the NASDAQ was $11.26.

Since becoming a publicly traded company in October 2006, we have not paid any cash dividends
on our common stock and do not anticipated paying cash dividends on our common stock in the
foreseeable future. We currently intend to retain any current and future earnings to finance the growth
and development of our business.

The following information of Part II ftem 5 is being furnished and shall not be deemed ““filed” for
the purposes of Section 18 of the Securities Exchange Ave of 1934, as amended, or otherwise subject to
the liabilities of that Section, nor shall they be deemed incorporated by reference in any filing under
the Securities Act of 1933, as amended, except as shall be expressly set forth by specific reference in
such a filing.
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Performance Graph

Set forth below is a line graph comparing the cumulative total stockholder return on our common
stock between October 27, 2006 and July 31, 2007, with the cumulative total return of the NASDAQ
Composite Index and the NASDAQ Telecommunications Index over the same period. The comparison
assumes $100 was invested on October 27, 2006 in our Common Stock and each of the foregoing
indices and also assumes the reinvestment of dividends, if any. The graph assumes the initial value of
our common stock to be $19.60 per share, the closing sales price on October 27, 2006. The
comparisons shown in the graph below are based upon historical data and are not necessarily indicative
of potential future performance. The data in the graph below is based upon calendar month end dates
closest to Optium’s fiscal quarters which ended on October 28, 2006, January 27, 2007, April 28, 2007
and July 28, 2007.

COMPARISON OF 9 MONTH CUMULATIVE TOTAL RETURN*
Among Optium Corporation, The NASDAQ Composite Index
And The NASDAQ Telecommunications Index

$140 -

$120 -

$100 BB—

580 A

$60 -

340 -

520 A

so 1 L 1 ]
10/27/06 10/31/06 1/31/07 430167 7731167

—&—Optium Corporation — —A— —NASDAQ Compesite - - ~O- - - NASDAQ Telecommunications

*  $100 invested on 10/27/06 in Optium stock or on 9/30/06 in index

Prior to October 27, 2006, there was no pubic market for our securities and as such, data for this
period is not presented on the graph above.
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Item 6. Selected Financial Data

Our fiscal year ends on the Saturday closest to July 31. The following consolidated statements of
operations data for the fiscal years ended July 28, 2007, July 29, 2006 and July 30, 2005 and
consolidated balance sheets data as of July 28, 2007 and July 29, 2006 have been derived from our
audited financial statements included in this Annual Report on Form 10-K. The consolidated
statements of operations data for the fiscal years ended July 31, 2004 and August 2, 2003 and
consolidated balance sheets data as of July 30, 2005, July 31, 2004 and August 2, 2003 have been
derived from our audited financial statements that are not included in this Annual Report on
Form 10-K. The selected consolidated financial data set forth below should be read in conjunction with
our consolidated financial statements, the related notes and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” included elsewhere in this Annual Report on
Form 10-K. The historical results are not necessarily indicative of the results to be expected for any
future period.

Fiscal year ended

July 28, July 29, July 30, July 31, August 2,
20070 2006 2005 2004 2003

(In thousands, excepl percentages)

Consolidated statements of operations:

Revenue ......... ... ... .. . .uinian.. $125,478 $69477 $37,076 §$ 20509 $ 14,143
Costofrevenue . .............. .. ... ... 91,201 51,952 28,289 15,661 12,664
Grossprofit ........... ... ... ......... 34,277 17,525 8,787 4,848 1,479
Operating expenses:

Research and product development . . ... ... 14,751 8,491 5,723 5,505 5,902

Acquired in-process research and

development® ... ... ... ... ... ... .. 10,000 11,187 — — —

Selling, general and administrative®™® , .., .. 14,205 6,062 4,587 5,627 8,733

Restructuring charges®® . . .. ..., — — 47 6 1,340
Total operating eXpenses . ................ 38,956 25,740 10,357 11,138 15,975
Loss from operations . . .. ................ (4,679)  (8,215)  (1,570)  (6,200) (14,496)
Interest and other income (expense), net . .... 3,587 211 119 (411) (581)
Loss before income tax .................. (1,092)  (8,004)  (1,451)  (6,701) (15,077)
Income tax (benefit) expense . ............. (12,346) 119 — — —
Net income (loss) . ...t $ 11,254 § (8,123) $ (1,451) $ (6,701) $(15,077)
Net income (loss) per common share(;

Basic . ... .. .. . ... $ 058 $ (368) § (083) § (4.54) § (12.71)

Diluted ........... ... i $ 045 3 (3.68) § (083) § (4.54) $ (12.71)
Shares used in per common share

calculations:

Basic ....... ... 19,536 2,206 1,749 1,476 1,186

Diluted ......... .. .. ... ... . ... 24,793 2,206 1,749 1,476 1,186

(in thousands, including notes)

(Y Includes the operating results of Kailight Photonics, Inc., which we acquired on May 15, 2007, for
the period from May 15, 2007 to July 28, 2007.

@ Includes the operating results of Engana Pty Limited, which we acquired on March 6, 2006, for the
period from March 6, 2006 to July 25, 2006.
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) Acquired in-process research and development expense was incurred as a result of the purchase
price accounting for our acquisitions of Engana Pty Limited and Kailight Photonics, Inc.

) During the fiscal year ended August 2, 2003, we closed our Orlando, Florida manufacturing facility
with the exception of our surface mount technology manufacturing line. The restructuring charges
for the fiscal years ended July 31, 2004 and August 2, 2003 reflect the expenses incurred in
connection with the closing of this facility. We incurred additional expenses related to moving
personnel and equipment from Orlando, Florida to Pennsylvania in the amount of $615, which is
included in selling, general and administrative expense for the fiscal year ended August 2, 2003.

) Includes $1,181, $162 and $1,256 in stock-based compensation for the fiscal years ended July 28,
2007, July 29, 2006, and August 2, 2003, respectively.

®  During the fiscal year ended July 30, 2005, we moved the surface mount technology manufacturing
line from Orlando, Florida to Pennsylvania. The restructuring charge for the fiscal year ended
July 30, 2005 reflects the expenses incurred related to this move,

@ Calculated after giving effect to a 1 for 12 reverse stock split effected on October 10, 2006.

As of
July 28, July 29, July 30, July 31, August 2,
2007 2006 2005 2004 2003

(in thousands)
Consolidated balance sheets data:

Cash and cash equivalents . ............... $ 25359 $10377 $ 8474 $ 9088 § 6,862
Short-term investments .................. 36,018 —_ — — —
Total assets . .. ..... ... ... ... . 0o, 168,101 59,309 27,287 22,411 20,598
Total liabilities . . . . .. ... ... ........... 25,222 24,224 10,398 4,078 5,767
Total redeemable convertible preferred stock . . . — 87.173 65,797 65,797 55,542
Total stockholders’ equity (deficit) .......... 142,879  (52,088) (48,908) (47,464) (40,711)

33




Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Executive Overview

We are a leading designer and manufacturer of high-performance optical subsystems supporting
core to the edge applications for use in telecommunications and cable TV network systems. Since our
founding in 2000, we have developed or acquired proprictary technology and products that enable
transmission and switching functionality for high-bandwidth, intelligent optical networking applications.
We supply an extensive suite of optical subsystems, including 10Gb/s and 40Gb/s transceivers, cable TV
and fiber to the home, or FTTH, transmitters, analog RF over fiber products, line cards, circuit packs
and our technologically innovative wavelength selective switch reconfigurable optical add/drop
multiplexer products, or WSS ROADMSs. Qur optical subsystems are used in network systems that
deliver voice, video and other data services for consumers and enterprises that are delivered in the long
haul, metropolitan and access segments, referred to as the core to the edge, of telecommunications and
cable TV networks. Our customers are network systems vendors whose customers include wireline and
wireless telecommunications service providers and cable TV operators, collectively referred to as
CarTIers.

Background

We were incorporated on September &, 2000 and commenced operations in October 2000. In
November 2000 and April 2001, we raised approximately $7.9 million through the issuance of shares of
series A convertible preferred stock. In May, June and July of 2001, we raised approximately
$35.7 million through the issuance of shares of series B convertible preferred stock. We completed
another round of preferred stock financing in April 2003 in which we sold shares of series C senior
convertible preferred stock for an aggregate purchase price of approximately $11.9 million. In
May 2004 we raised approximately $10.3 million through the issuance of shares of series D senior
convertible preferred stock, bringing total funds raised by us through preferred stock financings to
approximately $65.9 million.

On November 1, 2006, we closed our initial public offering of 5.98 million shares of common stock,
including the sale of 780,000 shares to cover underwriter over-allotments. Our common stock, quoted
on the NASDAQ Global Market under the symbol “OPTM,” began trading on October 27, 2006. Cash
proceeds to us, net of underwriter commissions of approximately $7.3 million and related offering
expenses of approximately $4.1 million, totaled approximately $93.2 million, including approximately
$1.9 million of offering expenses paid during fiscal year 2006. All outstanding preferred stock was
converted to common stock upon the completion of our initial public offering.

Critical Accounting Policies and Estimates

The preparation of our financial statements and related disclosures require that we make
estimates, assumptions and judgments that can have a significant impact on our net revenue and
operating results, as well as on the value of certain assets, contingent assets and liabilities on our
balance sheet. We believe that the estimates, assumptions and judgments involved in the accounting
policies described below have the greatest potential impact on our financial statements and, therefore,
consider these to be our critical accounting policies. Accordingly, we evaluate our estimates and
assumptions on an ongoing basis. See Note 2 to our consolidated financial statements included
elsewhere in this Annual Report on Form 10K for information about these critical accounting policies,
as well as a description of other significant accounting policies.

Revenue recognition

We derive revenue from the manufacture and sale of optical subsystem products for use in
high-performance network systems. Our revenue recognition policy follows SEC Staff Accounting
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Bulletin No. 104, “Revenue Recognition.” Specifically, we recognize product revenue when the
following requirements have been met:

* Evidence of an arrangement. Persuasive evidence exists of an arrangement with a customer,
typically consisting of a purchase order which details quantity, fixed schedule of delivery and
agreed upon terms.

» Delivery and acceptance. Product has been shipped via third party carrier, accepted and title has
transferred to the customer under terms agreed to by the customer. The only rights of return
are under our warranty policy.

* Fived or determinable fee. The amount of revenue to which we are entitled is fixed or
determinable at the time of shipment. We assess whether the fee is fixed or determinable based
on the payment terms associated with the transaction and whether the sales price is subject to
refund or adjustment.

* Collection is deemed probable. Collectability is reasonably assured and there are no
uncertainties with respect to customer acceptance. We assess collectability based primarily on the
creditworthiness of the customer as determined by credit checks and analysis, as well as the
customer’s payment history.

We are required to determine whether the delivery has occurred, whether items will be returned or
whether we will be paid under normal terms. We specify delivery terms and assess each shipment
against those terms and only recognize revenue when we are certain that the delivery terms have been
met. To the extent that one or more of the conditions are not present, we delay recognition of revenue
until al! conditions are present.

We may offer evaluation units to our potential and current customers, at no charge, for purposes
of expanding our customer base and product portfolio. Such units are expensed when shipped and
recognized as part of selling, general and administrative expense. Standard terms offered to customers
are payment due 30 days from the date of invoice. For certain customers, we have negotiated standard
payment terms different than 30 days to conform to the customer’s standard payment terms and/or
credit standing. We do not offer any maintenance or upgrades to the embedded software within our
products and the embedded software can not be purchased by itself.

Inventories

Inventories are valued at the lower of cost or market value. Cost is determined on a first-in,
first-out method. We make inventory commitment and purchase decisions based upon our sales
forecasts. To mitigate potential component supply constraints, we build inventory levels for certain
items with long supply lead times. We assess the valuation of our inventory on a periodic basis and
write down value for estimated excess and obsolete inventory based on estimates of future demand. We
define obsolete inventory as inventory that will no longer be used in our manufacturing processes.
Excess inventory is defined as inventory in excess of projected usage and is determined using
management’s best estimate of future demand, based upon information then available to us.

Significant differences between our estimates and judgments regarding future timing of product
transitions, volume and mix of customer demand for our products and actual timing, volume and
demand mix may result in additional inventory write-offs in the future. Additionally, we may benefit
from the usage of previously written-off inventory in future periods through reduced cost of revenues in
those future periods.
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Intangible assets

Intangible assets consist of intellectual property and are stated at cost less accumulated

‘ amortization. Our intangible assets are amortized using the straight-line method over their estimated
useful lives, which were determined to be 5 years. Useful lives and related amortization expense are

based on management’s estimate of the period that the assets will generate revenues or otherwise be

used by us. If assets are considered impaired, the impairment recognized is the amount by which the

carrying value of the assets exceeds the fair value of the assets.

Valuation of goodwill

Qur acquisitions of Engana and Kailight Photonics in March 2006 and May 2007, respectively,
resulted in the recording of goodwill, which represents the excess of the purchase price over the fair
value of assets acquired. Under Statements of Financial Accounting Standards, or SFAS, No. 142,
Goodwill and Other Intangible Assets, or SFAS 142, goodwill is subject to annual impairment testing
criteria.

Our policy is to compare the carrying value of a business unit’s net assets to the estimated fair
value of the business unit, using a sales multiple approach to project fair value. The fair value is based
on management’s estimate of future revenues to be generated by the business unit. Such estimated
future revenues consider factors such as future operating income and historical trends. We did not
identify any asset impairment at July 28, 2007 with respect to goodwill and will test for impairment on
an annual basis or on an interim basis if circumstances change that would indicate the possibility of
impairment. The impairment reviews require an analysis of future projections and assumptions about
our operating performance. If such a review indicates that the assets are impaired, a charge to
operations would be recorded for the amount of the impairment, and the corresponding impaired
assets would be reduced in carrying value.

Stock-based compensation

Stock options are granted to employees, consultants and non-employee directors. Upon vesting, an
option becomes exercisable, which means a grantee can purchase a share of our common stock at the
exercise price determined on the option’s grant date. In most instances, the exercise price is equal to
the closing share price on the date of grant. Restricted stock awards were also granted to a
non-employee.

Effective July 30, 2006, we adopted SFAS No. 123R, Share-Based Payment, or SFAS 123R,
SFAS 123R requires that the cost of all forms of equity-based compensation be recognized in a
company’s income statement and that such cost be measured at the fair value of the equity award. We
recognize the stock compensation expense over the requisite service period of the individual grants,
which generally equals the vesting period. We use the straight-line method to account for compensation
cost for awards with graded vesting. Prior to July 30, 2006, we accounted for stock-based compensation
under the Accounting Principles Board, or APB, Opinion No. 25, Accounting for Stock Issued to
Employees, or APB 25, and related interpretations in accounting for stock compensation.

We elected the prospective transition method in adopting SFAS 123R. Under this method, the
provisions of SFAS 123R apply to all awards granted or modified after the date of adoption. In
addition, the unrecognized expense of awards not yet vested at the date of adoption is recognized in
net income in the periods after the date of adoption using the same valuation method (Black-Scholes)
and assumptions determined under the original provisions of SFAS 123, Accounting for Stock-Based
Compensation or SFAS No. 123,

The option valuation model requires a number of assumptions, including future stock price
volatility and expected option life (the amount of time until the options are exercised or expire).
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Expected option life is based on actual exercise activity from previous option grants. Volatility is
calculated based upon stock price movements over a period of time. Additionally, our share price on
the day of grant influences the option value. Changes in the option value after the day of grant are not
reflected in expense. We used the following weighted average assumptions for estimating the fair value
of options granted during the year ended July 28, 2007:

Dividend Yield . . . ... .. e —

Expected Volatility .. ......... .. . . . 80%

Average Risk Free Interest Rate . ........ ... ... ... .. ... 4.623%
Expected Life (inyears). ... ............ ... ... ... ... . . 5 years
Forfeiture Rate . .. . ... .. e 9.28%

Any change in these assumptions could significantly impact the values calculated by the option
valuation model and, consequently, the compensation cost recognized over the requisite service period.

Prior to the adoption of SFAS 123R, we accounted for our stock-based compensation granted to
employees in accordance with the provisions of APB 25. Under APB 25, compensation expense is
based on the difference, if any, on the date of the grant, between the fair value of our stock and the
exercise price of the option. We disclose the information required by the Financial Accounting
Standards Board, or FASB, under SFAS No. 123. Stock issued to non-employees is accounted for under
the provisions of SFAS No. 123 and the Emerging Issues Task Force, or EITE, consensus in issue
No. 96-18, Accounting for Equity Instruments that are Issued to Other than Employees for Acguiring, or in
Conjunction with, Selling Goods or Services, or EITF 96-18 and is accounted for based on the fair value
of the consideration received or equity instruments issued, whichever is more readily determinable.

Prior to our initial public offering, we historically granted stock options at exercise prices
equivalent to at least the fair value of our common stock as estimated by our board of directors, with
input from management, as of the date of grant. Our board of directors determined the fair value of
our commoen stock by considering a number of objective and subjective factors, including our operating
and financial performance and corporate milestones, external market conditions affecting our industry
sector, the superior rights and preferences of securities senior to our common stock at the time of each
grant, the prices at which we sold shares of convertible preferred stock and the risk and non-liquid
nature of our common stock. We believed our estimates of the fair value of our common stock to be
reasonable based on the foregoing factors.

In April 2006, as the result of our improved operating and financial performance, the execution of
a letter of intent to acquire Engana, external market factors affecting our industry sector, as well as
feedback from investment banks indicating that our company was now a viable initial public offering
candidate, our board of directors determined to retrospectively determine the fair value of our common
stock for all stock options granted during the three fiscal quarters beginning May 1, 2005 and ending
January 28, 2006. This retrospective determination was completed in June 2006. In connection with this
retrospective determination of the fair value of our commaon stock, we followed guidelines set forth in
the AICPA’s Practice Aid Valuation of Privately-Held Company Equity Securities Issued as
Compensation, or the AICPA Practice Aid.

For the three fiscal quarters beginning May 1, 2005 ended January 28, 2006, we issued stock
options to purchase an aggregate of 167,498 shares of common stock, of which options to purchase
108,332 shares were granted on June 23, 2005 with an exercise price of $0.96 per share, options to
purchase 32,708 shares were granted on September 21, 2005 with an exercise price of $1.20 per share,
and options to purchase 26,458 shares were granted on November 7, 2005 with an exercise price of
$1.20 per share. These exercise prices were determined by our board of directors with input from
management. We did not obtain contemporaneous valuations from an unrelated valuation expert
because, at the time of the stock option grants, we did not want to divert resources or management
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time from product and business development. In preparing for our initial public offering, our board of
directors determined that an increase in the estimated fair value of our common stock for grants made
on June 23, 2005, September 21, 2005 and November 7, 2005 was appropriate and supported by, among
other things, our operating and financial performance and our improving prospects for a liquidity
transaction that could provide proceeds significantly in excess of the preferential amounts payable with
respect o our convertible preferred stock. In this regard, on June 20, 2006 our board of directors
retrospectively determined that the fair value of our common stock on June 23, 2005, September 21,
2005 and November 7, 2005 was $1.08 per share, $2.40 per share and $3.96 per share, respectively.

In making such retrospective determinations, we used the probability-weighted expected return
method, which is one of the acceptéble valuation methods set forth in the AICPA Practice Aid. Under
this method, the fair value of our common stock was estimated based on an analysis of future equity
values assuming various possible future events with respect to our company. We based our
determination of fair value on the probability-weighted present value of cxpected future equity values
considering each of the various possible future cvents, as well as the effect of the preferential rights of
our outstanding convertible preferred stock on any returns with respect to our common stock. In
utilizing the probability-weighted expected return method in the three retrospective determinations of
fair value described above, we considered our then current equity value as a continuing private
company without a future liquidity event, as well as expected future equity values in 2006, 2007 and
2008, discounted to present value using a 35% discount rate, in three possible future liquidity scenarios
(an initial public offering, a strategic sale or merger, and a liquidation not in connection with a
strategic salc), estimated per sharc returns on our common stock in each case, and then assigned a
percentage weighting to each estimated per share return based on what we believed to be the relative
likelihood as of the applicable stock option grant date of each possible scenario and event date. We
used a discount rate of 35% to reflect the risks associated with our forecasted cash flows and the
returns expected by investors in companies at our stage of development at the time. For the June 23,
2005 grant date, we placed primary weighting on the determination of our current equity value, and in.
weighting the three possible liquidity scenarios, we placed the significant majority of the weighting on a
strategic sale or merger, some weighting on a liquidation not in connection with a strategic sale, and
some weighting on an initial public offering occurring in 2008 only. With respect to the 2006, 2007 and
2008 event dates, we placed the significant majority of the weighting on the 2006 and 2007 event dates.
We used these weightings because, as of June 23, 2005, we had not demonstrated sustained
profitability, public financial markets were generally thought to be closed to companies in our industry,
our investors were not likely to be willing to provide us with additional financial resources and there
was not significant recent acquisition activity in our industry. By the time of the September 21, 2005
grant date, our financial performance had continued to improve and we believed that the likelihood of
4 strategic sale or merger had increased. Accordingly, for such grant date, we decreased the weighting
of our current equity value and increascd the weightings of a 2006, 2007 and 2008 event without
significant changes in the weightings among the three possible liquidity scenarios. As of the
November 3, 2005 grant date, our financial performance had continued to improve and we believed
that the possibility of an initial public offering in 2007 or 2008 had increased. As a result, we further
decreased the weighting of our current equity value, increased the weighting of an initial public offering
in 2007 or 2008 and decreased the overall weighting of a liquidation not in connection with a strategic
sale. We then applied a 20% discount to account for the lack of marketability of our common stock to
reflect the uncertainty that our common stock could be readily converted to cash while we were
privately held. The weighted per share amounts estimated as described above were retrospectively
determined by us to be the per share fair value of our common stock as of the applicable stock option
grant dates.

The difference between our retrospectively-determined per share fair values of our common stock
as of Junc 23, 2005, September 21, 2005 and November 7,-2005 of $1.08, $2.40 and $3.96, respectively,
and $10.92, which was our contemporaneous determination of the per share fair value of our common
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stock as of the same date as such retrospective determinations (June 20, 2006), is the result of several
factors as set forth below. At each of June 23, 2005, September 21, 2005 and November 7, 2005 our
belief was that:

* we were not a viable public offering candidate;
* the public equity markets were unavailable to companies in our industry;
*» stock prices for publiciy-traded companies in our industry were at relatively low levels;

* the possibility of a strategic transaction with respect to our company was low due to the small
number of possible acquirers and the lack of recent acquisition activity in our industry; and

* our then current forecasts of future operating results did not support higher estimated per share
fair values.

Conversely, as of June 20, 2006, we believed that we were a viable public offering candidate, that
the public equity markets would be available to us in connection with this offering and that our then
current forecasts of future cperating results did support higher estimated per share fair values, In
addition as of such date, stock prices for pubticly-traded companies in our industry were at somewhat
higher levels.

As a result of our retrospective determinations of fair value of our common stock as of Junc 23,
2003, September 21, 2005 and November 7, 2003, we recorded an aggregate of approximately $125,000
of deferred stock-based compensation on our balance sheet for stock options granted on those dates.
The amount of deferred stock-based compensation for each stock option grant on those dates was
calculated based on the difference between the retrospectively determined fair value per share of the
common stock at the date of the grant and the exercise price of the option. We will amortize this
deferred stock-based compensation expense over the vesting period of the applicable stock option
grants, subject to adjustment for any stock options which are cancelled or accelerated,

In June 2006, based on our retrospective determinations of fair value of our common stock, we
offered to the recipients of stock option grants on June 23, 2005, September 21, 2005 and November 7,
2005 the ability to amend the terms of their stock options to increase their per share exercise price
from $0.96 to $1.08 in the case of the June 23, 2005 grants, from $1.20 to $2.40 in the case of the
September 21, 2005 grants and from $1.20 to $3.96 in the case of the November 7, 2005 grants. All of
such stock option recipients have chosen to amend their stock options to a higher exercise price in
order to avoid potential adverse personal income tax consequences. There was no additional
consideration offered to our employees in exchange for amending their stock options.

In relation to these amended stock options, we recorded deferred stock-based compensation of
approximately $1.2 million on our balance sheet in our fiscal quarter ended July 29, 2006 in addition to
the approximately $125,000 in deferred stock-based compensation referenced above. The amount of
additional deferred stock-based compensation for each amended stock option was calculated based
upon the difference between the amended exercise price of $1.08 per share, $2.40 per share or $3.96
per share, as applicable, and $10.92 per share, the valuation by our board of directors of the per share
fair value of our common stock as of the date of amendment of the stock options. We will amortize
this additional deferred stock-based compensation expense over the vesting period of the applicable
stock option grants, subject to adjustment for any stock options which are cancelled or accelerated.
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The determination of the fair value of cur common stock has involved significant judgments,
assumptions, estimates and complexities that impact the amount of deferred stock-based compensation
recorded and the resulting amortization in future periods. If we had made different assumptions with
respect to the retrospective determinations of the fair value of our common stock in connection with
the stock option grants made on June 23, 2005, September 21, 2005 and November 7, 2005 discussed
above, the amount of our deferred stock-based compensation, incurred as a result of the applicable
stock option grants could have been different. However, assuming such different assumptions
nevertheless resulted in determinations of per share fair value greater than the applicable original
exercise price of such stock option and less than the contemporaneously determined per share value of
$10.92 per share as of June 20, 2006 and assuming that all of such stock option grants were amended
as of June 20, 2006 to increase their exercise prices to the retrospectively determined fair value of our
common stock as of the applicable grant date, the aggregate deferred stock-based compensation
expense incurred would remain approximately $1.3 million because total deferred stock-based
compensation in any case would be calculated based on the difference between the original stock
option exercise prices and the contemporaneously determined fair value of our common stock on
June 20, 2006, the date the applicable exercise prices were increased. As referenced above, the fair
value of our common stock on Junc 20, 2006 was contemporaneously determined to be $10.92 per
share. We believe that we have used rcasonable methodologies, approaches and assumptions consistent
with the AICPA Practice Aid to determine the fair value of our common stock and that deferred
stock-based compensation and related amortization have been recorded properly under U.S. generally
accepted accounting principles.

Accounting for income taxes

We account for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes, or
SFAS 109. SFAS 109 requires us to account for income taxes using a balance sheet approach, requiring
the recognition of deferred income tax assets and liabilities for expected future tax consequences of
events having been recognized in our financial statements or tax returns. Deferred income taxes have
been provided for the differences between the financial reporting carrying values and the income tax
reporting basis of our assets and liabilities. These temporary differences consist of differences between
the timing of the deduction of certain amounts between income tax and financial statement reporting
purposes. Because of our lack of earnings history, the deferred tax assets have been fully offset by a
valuation allowance. In assessing the realizability of deferred tax assets, management considers whether
it is more likely than not some portion or all of the deferred tax assets will not be realized. The
ultimate realization of deferred tax assets is dependent upon the generation of future taxable income
during those periods in which the temporary differences become deductible. As a result, we had no
income tax benefit in the fiscal year ended July 29, 2006. During 2007, we reversed the previously
recorded valuation allowance on our U.S. deferred tax assets, resulting in a net deferred tax asset of
$13.9 million.

We have U.S. federal net operating loss, or NOL carryfowards, of approximately $25.4 million and
state NOL carryforwards of approximately $9.8 million, which expire through 2025. NOL carryforwards
and tax credits are subject to review and possible adjustments by the Internal Revenue Service and may
be limited by the occurrence of certain events, including significant changes in ownership interests. We
have performed an analysis to determine whether an ownership change under Section 382 of the
Internal Revenue Code has occurred. The effect of an ownership change would be the imposition of an
annual limitation on the NOL carryforwards attributable to periods before the change. The review
determined we have no limitations related to the NOL carryforwards. We recorded a deferred asset
related to the U.S. NOL in the year ended July 28, 2007.

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes, or FIN 48, which is an interpretation of SFAS 109. FIN 48 creates a single model to address
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uncertainty in tax positions and clarifies the accounting for uncertainty in income taxes recognized in an
enterprise’s financial statements in accordance with SFAS 109 by prescribing the minimum threshold a
tax position is required to meet before being recognized in an enterprise’s financial statements. FIN 438
also provides guidance on derecognition, measurement, classification, interest and penalties, accounting
in interim periods, disclosure and transition, and clearly scopes out income taxes from SFAS No. 5,
Accounting for Contingencies, or SFAS 5. FIN 48 is effective for fiscal years beginning after

December 15, 2006 but earlier application is encouraged. Differences between the amounts recognized
in the statements of financial position prior to adoption of FIN 48 and the amounts reported after
adoption should be accounted for as a cumulative-effect adjustment recorded to the beginning balance
of retained earnings. We are currently determining the impact of FIN 48 on our consolidated financial
statements,

Accounting for acquired in-process research and development

We account for acquired in-process research and development, or IPR&D, in accordance with the
provisions of SFAS No. 141, Business Combination or SFAS 141. The amount allocated to acquired
in-process research and development represents an estimate of the fair value of purchased in-process
technology for research and development projects that, as of the date of acquisition, have not reached
technological feasibility and have no alternative future uses. The amount of purchase price allocated to
acquired in-process rescarch and development is determined by estimating the future cash flows of each
project and discounting the net cash flows back to their present values. The discount rate used is
determined at the time of acquisition, in accordance with accepted valuation methods, and includes
consideration of the assessed risk of the project not being developed to a stage of commercial
feasibility. IPR&D is charged to operating expenses at the acquisition date. The IPR&D charges
related to the Kailight Photonics and Engana acquisitions are included in our consolidated statements
of operations for the years ended July 28, 2007 and July 29, 2006, respectively, as a separate
component of operating expenses.

Results of Operations
Comparison of Results for the Year Ended July 28, 2007 to the Year Ended July 29, 2006

In order to more fully understand the comparison of the results of operations for the year ended
July 28, 2007 to the year ended July 29, 2006, it is important to note the following significant changes
in our operations that occurred in 2007 and 2006:

» Effective July 10, 2007, we acquired certain intellectual property assets of Microdisplay
Corporation related to the design of Liquid Crystal on Silicon (LCoS) wafers used in its next
generation WSS ROADM product line;

* Effective May 15, 2007, we acquired all of the outstanding capital stock of Kailight
Photonics, Inc. (“Kailight Photonics”); and

* Effective March 6, 2006, we acquired all of the outstanding capital stock of Engana Pty Limited
{“Engana”).
The results of operations for each of these acquisitions have been included in the consolidated
statements of operations since the date of acquisition.

We completed our initial public offering on November 1, 2006 of 5.98 million shares of common
stock, including the sale of 780,000 shares to cover underwriter over-allotments. Our common stock
began trading on the NASDAQ Global Market on October 27, 2006. Net cash proceeds to us were
approximately $93.2 million.
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During the fiscal year ended July 28, 2007, we reversed the previously recorded valuation
allowance on our U.S. deferred tax assets, resulting in an income tax benefit of $12.3 million in fiscal
year 2007,

Revenue

Total revenue increased 80.6% to $125.5 million for the year ended July 28, 2007 from
$69.5 million for the year ended July 29, 2006. This increase in total revenue is primarily attributable to
an increase in sales of our 10 Gb/s transceivers of $39.4 million, as well as an increase in sales
supparting cable TV network systems of $13.3 million. Also contributing to our increased revenues in
fiscal year 2007 was the release of our ROADM and circuit packs to market, which accounted for
revenue of $3.1 million in fiscal year 2007. Growth continues to be driven by increased volumes in
telecommunication, fiber to the home and cable TV applications.

Our revenues continue to be driven by accelerating investment in bandwidth capacity expansion to
support growing video transport traffic, including on-demand internet video, IPTV and expanded HD
cable TV offerings, as well as G3+ and G4 cellular systems.

In the second half of fiscal year 2007, we experienced a slow down in shipments to our top two
telecommunication customers, primarily for higher end 300 pin products. We currently expect demand
from these customers to rebound during the first half of fiscal year 2008.

Gross profit

Gross profit increased 95.6% to $34.3 million for the year ended July 28, 2007 from $17.5 million
for the year ended July 29, 2006. Gross profit percentages increased to 27.3% from 25.2% over the
fiscal year 2007 as compared to the fiscal year 2006. The increase in gross profit was primarily
attributable to unit volume increases and corresponding revenue increases resulting from increased
demand for our products and operational cost efficiencies. Additionally, in fiscal year 2007, there was a
favorable product mix shift from lower margin short reach products to higher margin long reach
products. In general our long reach transceiver products typically carry higher gross profit margins than
our short reach products. Under absorption of fixed overhead costs related to fluctuations in product
sales also impacted our gross margins.

Research and product development

Research and product development expenses increased 73.7% to $14.8 million in 2007 from
$8.5 million in 2006. The increase in research and product development cost is partially a result of our
research and product development activities related to our Australian and Israeli operations. Our
research and development efforts at our Optium Australia location resulted from our acquisition of
Engana on March 5, 2006 and supported the development of our ROADM product line, resulting in
research and development charges of $4.3 million and $1.0 million in 2007 and 2006, respectively. As a
result of our acquisition of Kailight Photonics on May 15, 2007, our Israeli operations incurred
$1.0 million of research and development expense related to 40Gb/s transceivers.

Additionally, research and product development costs increased as a result of our higher
headcount and associated costs related to our decision to increase the number of engineering projects
to further expand our product portfolio. Research and development efforts related to our 10Gb/s
transceiver and cable TV product lines increased as we continue to expand our existing product lines
and introduce new technologies. We expect these costs to continue to increase as we undertake
additional research and development projects. We also expect 1o conduct and incur a full year of
research and development expenses at our Israeli subsidiary in fiscal year 2008, as a result of our
acquisition of Kailight Photonics on May 15, 2007. The expansion of research and development both
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internally and as a result of acquired operations are expected to continue to expand our product suite.
In general, we target research and development expenses to range between 10% and 12% of revenues.

Acquired in-process research and development

During fiscal year 2007, we recorded $10 million of IPR&D expense in connection with the
acquisition of Kailight Photonics. This compares to $11.2 million of IPR&D expense recorded in fiscal
year 2006 in connection with the Engana acquisition. IPR&D incurred as a result of our Engana
acquisition was related to the development of our ROADM products, and the IPR&D incurred as a
result of our Kailight acquisition was related to the development of our 40Gb/s product line. We
account for IPR&D pursuant to SFAS 141, The portion of the purchase price for each of these
acquisitions allocated to IPR&D was determined by us based on input from an independent third party
appraisal and represents the estimated fair value of the research and development project in-process at
the time of each acquisition. These projects had not yet reached technological feasibility, were deemed
to have no alternative use and, accordingly, were immediately charged to operating expenses at the
acquisition date. The IPR&D charges related to the Kailight Photonics and Engana acquisitions are
included in our consolidated statements of operations for the fiscal years ended July 28, 2007 and
July 29, 2006, respectively, as a separate component of operating expenses.

The acquired in-process research and development expense of $10 million related to the acquired
40Gb/s project was determined using the income approach assuming cash flows over ten years and
using risk adjusted discount rates ranging from 20% to 30% for the four defined segments of the 40Gb/
s project. The discount rates were based on fundamental data for a group of market participants, as
well as venture capital studies. The ten year life is based on the life expectancy of the products in the
market place with an assumed growth rate of up to 314% diminishing to 10% and no assumed terminal
value. Risks to develop the acquired in-process research and development into commerciaily viable
products include the planning, designing, prototyping, verification and testing activities that are
necessary to establish that the products can be produced to meet their design specifications, including
functions, features and technical performance requirements. We expect to complete development of our
40Gb/s product line in 2008 and incur an additional $1.8 million of expense related to this project.
These products are expected to be available for shipment in fiscal year 2008.

The acquired in-process research and development expense of approximately $11.2 million related
to the acquired WSS ROADM project was determined using the income approach assuming cash flows
over ten years and using a risk adjusted discount rate of 30%. The discount rate was based on
fundamental data for a group of market participants, as well as venture capital studies. The ten year
life is based on the life expectancy of this ROADM product in the market place with an assumed
growth rate of 75% diminishing to 1.6% and no assumed terminal value. Qur project related to
ROADM was completed in fiscal year 2007, and the product was released to market in the second
quarter of fiscal year 2007. We do not expect Lo incur any additional expenses related to this project.

Selling, general and administrative

Selling, general and administrative expenses increased 134.3% to $14.2 million in 2007 from
$6.1 million in 2006. We experienced increased costs for the additional infrastructure necessary to
support our revenue growth, These costs included increased labor costs as a result of additional
headcount and additional legal and other professional fees. Also as a result of our revenue growth, our
sales and marketing expense supporting such growth increased by approximately $t.1 million from 2006
to 2007. Additionally, during the year ended July 28, 2007, we incurred $1.2 million in stock-based
compensation primarily related to the adoption of SFAS 123R and $0.6 million related to duplicate
facility costs as we relocated our operations to a new leased facility. Our selling, general and
administrative costs also increased during fiscal year 2007 as a result of the additional costs of being a
publicly-traded company, including the costs of compliance with the Sarbanes-Oxley Act of 2002 and
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certain professional fees for corporate governance. Non legal professional fees incurred during fiscal
year 2007 increased approximately $1.6 million, as compared to fiscal year 2006. We expect these costs
to increase as we continue our compliance efforts and incur a full year of selling, general, and
administrative expenses in Israel as we continue to integrate our Kailight Photonics subsidiary in fiscal
year 2008. During the fiscal year 2007, we also incurred additional legal fees as the result of being a
publicly-traded company and as a result of litigation matters. Aggregate legal fees for litigation and
other matters increased approximately $2.1 million in fiscal year 2007, as compared to fiscal year 2006.

Interest and other income (expense), net

Interest and other income (expense), net, increased to $3.6 million in 2007 from $0.2 million in
2006. The increase was due to additional cash and cash equivalents and short-term investments as a
result of the proceeds of our initial public offering. We expect our interest income to decrease in the
future as the result of the $35.7 million cash purchase price paid, plus expenses, in our acquisition of
Kailight Photonics and the $2.0 million cash purchase price paid, plus expenses, in our acquisition from
Microdisplay Corporation of certain LCoS intellectual property.

Income taxes

We had an income tax benefit of $12.3 million for the year ended July 28, 2007, compared to an
income tax expense of $0.1 million for the year ended July 29, 2006. Our overall effective tax rate was
(89.5%) and 1.6% in the periods ended July 28, 2007 and July 29, 2006, respectively. Income tax
expense will increase as our profits increase.

During 2007, we recorded a deferred tax asset of $13.9 million, in order to remove the valuation
allowance relating to our U. 5. NOL, and record research and development and AMT tax credits, Prior
to recording the deferred tax asset our consolidated effective tax rate was approximately 6%, primarily
attributable to federal alternative minimum tax and certain other state taxes payable. As a result of our
recording a deferred tax asset in the fiscal year ended July 28, 2007, we expect our consolidated
effective tax rate to increase to approximately 32% in fiscal year 2008, and our operations in foreign
tax jurisdictions to continue to negatively impact our corporate effective tax rate until they become
profitable and cease to produce NOLs in these foreign jurisdictions,

Net income

Net income increased 238.5% to $11.3 million in 2007, compared to a net loss of $8.1 million in
2006. As a percentage of sales, net income was 9.0% in 2007. The changes are primarily attributable to
the factors described above.

Comparison of Results for the Year Ended July 29, 2006 to the Year Ended July 30, 2005

In order to more fully understand the comparison of the results of operations for the year ended
July 29, 2006 as compared to the year ended July 30, 2005, it is important to note that effective
March 6, 2006, we acquired all of the outstanding capital stock of Engana Pty Limited. The results of
operations for this acquisition have been included in the consolidated statements of operations since
the date of acquisition,

Revenue

Total revenue increased 87.4% to $69.5 million for the fiscal year ended July 29, 2006 from
$37.1 million for the fiscal year ended July 30, 2005. This increase in revenue is primarily attributable
to an increase in sales of our 300 pin transceivers of $18.4 million, as well as a substantial increase in
sales of hybrid fiber coaxial for use in cable TV network systems, or cable TV products, of $9.5 million.
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We also experienced unit volume increases across most other products. These increases were primarily
attributable to continued market acceptance of and increased demand for our product portfolio.

Gross profit

Gross profit increased 99.4% to $17.5 million for the fiscal year ended July 29, 2006 from
$8.8 million for the fiscal year ended July 30, 2005. Gross margin increased to 25.2% from 23.7%
during the fiscal year ended July 29, 2006. The increase in gross profit was attributable to unit volume
increases attributable to continued market acceptance of and increased demand for our products. This
increase in gross profit was slightly offset by sales of a higher proportion of some our lower margin
products that continue to be demanded by customers as part of our product portfolio.

Research and product development

Rescarch and development cxpenses increased 48.3% to $8.5 million for the fiscal year ended
July 29, 2006 from $5.7 million for the fiscal year ended July 30, 2005. The increase in research and
development was due to higher headcount and associated costs related to our decision to increase the
number of engineering projects to further expand our product portfolio. Additionally, the fiscal year
ended July 29, 2006 includes approximately $1.0 million of research and development costs with respect
to our Optium Australia operations acquired in our acquisition of Engana on March 5, 2006.

Acqueired in-process research and development

Acquired in-process research and development costs increased to $11.2 million for the fiscal year
ended July 29, 2006 from zero for the fiscal year ended July 30, 2005 due to our acquisition of Engana.
We account for IPR&D pursuant to SFAS 141, The portion of the purchase price for each of the
acquisition allocated to IPR&D was determined by us based on input from an independent third party
appraisal and represents the estimated fair value of the research and development project in-process at
the time of the acquisition. These projects had not yet reached technological feasibility, were deemed
to have no alternative use and, accordingly, were immediately charged to operating expenses at the
acquisition date, The IPR&D charges related to the Engana acquisition are included in our
consolidated statements of operations for the year ended July 29, 2006, as a separate component of
operating expenses.

The acquired in-process rescarch and development expense of approximately $11.2 million related
to the acquired WSS ROADM project was determined using the income approach assuming cash flows
over ten years and using a risk adjusted discount rate of 30%. The discount rate was based on
fundamental data for a group of market participants, as well as venture capital studies. The ten year
life is based on the life expectancy of this ROADM product in the market place with an assumed
growth rate of 75% diminishing to 1.6% and no assumed terminal value.

Selling, general and administrative

Selling, general and administrative expenses increased 30.8% to $6.1 million for the fiscal year
ended July 29, 2006 from $4.6 million for the fiscal year ended July 30, 2005. We experienced increased
labor costs as a result of additional headcount to support our revenue growth, as well as increases to
legal and accounting fees in preparation of filing our registration statement.

Interest and other income (expense), net

Interest and other income (expense), net, increased to approximately $0.2 million for the fiscal
year ended July 29, 2006 from approximately $0.1 million for the fiscal year ended July 30, 2005. The
increasc was due to additional cash and cash equivalents held for investment.
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Liquidity and Capital Resources

As of July 28, 2007 and July 29, 2006, we had cash and cash equivalents of $25.4 miilion and
$10.4 million, respectively. Our working capital was $85.0 million and $17.8 million at July 28, 2007 and
July 29, 2006, respectively. This increase was primarily due to proceeds from our IPO.

Operating activities

Net cash used in operating activities was $0.7 million in 2007 as compared to $2.4 million provided
by operating activities in 2006. Net cash used in operating activities for the year ended July 28, 2007
primarily resulted from net income of $11.3, adjusted for certain non-cash items such as depreciation
and amortization, stock-based compensation, acquired in-process research and development, and the
removal of a deferred tax valuation allowance. This was offset by increases in accounts receivables and
inventory of approximately $2.4 million and $8.9 million, respectively and a decrease in other current
liabilities of $2.6 miilion.

Investing activities

Net cash used in investing activities was $79.1 million in 2007 as compared to $1.3 million provided
by investing activities in 2006. Net cash used in investing activities for the year ended July 28, 2007 was
primarily related to our purchase of Kailight Photonics for $35.2 million in net cash consideration on
May 15, 2007 and our purchase of certain LCoS assets from Microdisplay Corporation for $2.0 million
in cash consideration on July 10, 2007. In addition the Company purchased $114.5 million in
marketable securities as part of the investment strategy for the initial public offering proceeds. Net cash
provided by investing activities for the year ended July 29, 2006 was primarily related to the cash
acquired in our Engana purchase.

Financing activities

Net cash provided by financing activities was $94.8 million for the year ended July 28, 2007 as
compared to $1.9 million used in financing activities for the year ended July 29, 2006. Net cash
provided by financing activities for the year ended July 28, 2007 was primarily related to $95.4 million
in proceeds from our initial public offering, offset by the pay off of outstanding debt of $0.7 million.
Net cash used in financing activities for the year ended July 29, 2006 related to transaction costs
associated with our initial public offering.

Sources of cash

On November 1, 2006, we closed our initial public offering of 5.2 million shares of common stock
as well as the sale of an additional 780,000 shares to cover underwriter over-allotments. Our common
stock, quoted on the NASDAQ Global Market under the symbol “OPTM,” began trading on
October 27, 2006. Cash proceeds to us, net of underwriter commissions of approximately $7.3 million
and related offering expenses of approximately $4.1 million, totaled approximately $93.2 million. All
preferred stock outstanding at November 1, 2006 was converted to common stock upon the completion
of the initial public offering.

Prior to our public offering of common stock, we had financed our operations primarily through
internally generated cash flows, our lines of credit and the issuance of preferred stock. As of July 28,
2007 we had cash and cash equivalents of $25.4 million, short term investments of $36.0 million and
accounts receivable of approximately $21.9 million and debt of $.06 million.

We believe our existing cash and cash equivalents and our expected cash flows from operating
activities will be sufficient to meet our anticipated cash needs for at least the next twelve months. Our
future working capital requirements will depend on many factors, including the rate of our revenue
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growth, the introduction and acceptance of and expansion of production capacity for new products, and
the expansion of our sales and marketing and rescarch and development activitics. To the extent that
our cash and cash cquivalents, cash flows from operating activities, and net proceeds of our initial
public offering are insufficient to fund our futurc activities, we may nced to raise additional funds
through bank credit arrangements or public or private equity or debt financings.

We also may neéd to raise additional funds in the event we determine, in the future, to cffect one
or more acquisitions of businesses, technologies and/or products. Although there are no present
understandings, commitments or agreements with respect to acquisitions of other businesses, products
or technologics, we may in the future consider such transactions, which may require debt or equity
financing. The issuance of debt or equity securities could be expected to have a dilutive impact on the
our stockholders, and there can be no assurance as to whether or when any acquired business would
contribute positive operating results commensurate with the associated investment. In the event we
require additional cash resources, we may not be able to obtain bank credit arrangements or effect an
equity or debt financing on terms acceptable to us or at all. Any material acquisition could result in a
decreasc in working capital depending upon the amount, timing, and nature of the consideration paid.

Line of credit

On May 25, 2004, we entered into a $3.5 million line of credit agreement with Silicon Valley Bank,
including a revolving credit facility of $2.5 million and an equipment term loan of $1.0 million. This
line of credit bears interest at the prime rate plus 1.75%. On June 27, 2005, we modified the terms, of
the line of credit to increase the equipment term note to $2.0 million; change the interest rate to the
prime rate plus 1.25% for the initial equipment advance of $820,778. On June 6, 2006, we renewed the
linc of credit, to modify the interest rate on the outstanding principal to the prime rate plus 0.75% and
extending the renewal date to May 22, 2007. The interest rate would be prime plus 1.5% for
supplemental advances.

On November 3, 2006, we paid the outstanding line of credit in full and subsequently cancelled the
line of credit.
Obligations and Commitments

The following table summarizes our contractual obligations at July 28, 2007, and the effect such
obligations are expected to have on our liquidity and cash flows in future periods (in thousands):

Payments due by period

Less than More than
Contractual obligations Total 1 year 1-3 years  3-5 years § years
Operating lease obligations'™V . ... 2,441 1,204 1,237 — —
Total contractual obligations . ... $2441 $1,204 $1,237 §$§ — § —

M Amounts included in operating lease obligations are minimum lease payments under lcase
agreements.

We have no outstanding lincs of credit or standby letters of credit.

Off-Balance Sheet Financing Arrangements

We do not engage in any off-balance sheet financing arrangements. We do not have any interest in
entities referred to as variable interest entities, which includes special purpose entities and other
structured finance entities.
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Recent Accounting Pronouncements

In July 2006, the FASB issued FIN 48. FIN 48 provides guidance on how a company should
recognize, measure, and disclose in its financial statements uncertain income tax positions. Under the
new provisions, a company should not recognize a tax benefit for an uncertain income tax position
unless it is “more likely than not” that the position is sustainable. FIN 48 is effective for fiscal years
beginning after December 15, 2006, requiring implementation in the first quarter of 2008. We adopted
FIN 48 on July 29, 2007 and are currently determining its impact on our consolidated financial
statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurement or SFAS 157.
SFAS 157 establishes a common definition to provide enhanced guidance when using fair value to
measure assets and liabilities, establishes a framework for measuring fair value, and expands disclosures
about such fair value measurements. SFAS 157 is effective for fiscal years beginning after November 15,
2007. We are currently determining the impact of implementing SFAS 157, which will be effective for
the fiscal year ending August 1, 2009.

In September 2006, the SEC staff issued Staff Accounting Bulletin No. 108 Considering the Effects
of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements or
SAB 108. SAB 108 requires that public companies utilize a “dual-approach™ to assessing the
quantitative effects of financial misstatements. The dual approach includes both an income statement
focused assessment and a balance sheet focused assessment. The guidance in SAB 108 must be applied
to annual financial statements for fiscal years ending after November 15, 2006. We adopted the
guidance under this bulletin on July 29, 2007. The implementation of SAB 108 is not expected to have
a material impact on our consolidated financial position or results of operations for the fiscal year
ending August 2, 2008.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities—Inciuding an amendment of FASB No.115, or SFAS 159. SFAS 159 is effective for
financial statements issued for fiscal years beginning after November 15, 2007. This Statement permits
entities to choose to measure many financial instruments and certain other items at fair value. The
objective is to improve financial reporting by providing entities with the opportunity to mitigate
volatility in reported earnings caused by measuring related assets and liabilities differently without
having to apply complex hedge accounting provisions. We are currently determining the impact of
implementing SFAS 159 which will be effective for the fiscal year ending August 1, 2009,

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risk

We are exposed to market risk from changes in interest rates. Various financial instruments held by
us are sensitive to changes in interest rates. Interest rate changes could result in an increase or
decrease in interest income as well as in gains or losses in the market value of our debt security
investments due to differences between the market interest rates and rates at the date of purchase of
these investments.

We place our cash investments with high credit-quality financial institutions and currently invest
primarily in money market funds placed with major banks and financial institutions, auction rate
securities, corporate paper and United States government and United States government corporation
and agency obligations and/or mutual funds investing in the like. We have investment guidelines relative
to diversification and maturities designed to maintain safety and liquidity. As of July 28, 2007, our cash
and cash equivalents totaled approximately $25.4 million, and we had short-term investments totaling
approximately $36.0 million. To test the volatility of our interest rate risk, we assumed that on July 28,
2007, average short-term interest rates increased by 50 basis points, and further assumed that the
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increase would remain in place for all of our fiscal year 2008. We estimate, based on that position and
holding everything else constant our fiscal year 2008 interest income from cash and cash equivalents
and short-term investments would increase by approximately $0.3 million.

Due to the short-term nature of our cash and cash equivalents, the carrying values approximate
market value and are not generally subject to price risk due to fluctuations in interest rates. Our
short-term investments are subject to price risk due to fluctuations in interest rates. Neither a 10%
increase nor decrease in prices would have a material effect on our consolidated financial statements.
All short-term investments are considered to be available-for-sale, accounted for at fair value, with
resulting unrealized gains or losses reported as a separate component of shareholders’ equity. If these
available-for-sale securities experience declines in fair value that are considered other-than-temporary,
an additional loss would be reflected in net income (loss) in the period when the subsequent
impairment becomes apparent.

Market risk represents the risk of loss that may impact our financial position due to adverse
changes in financial market prices and rates. Our market risk exposure is primarily a result of
fluctuations in interest rates and foreign currency exchange rates. We do not hold or issue financial
instruments for trading purposes.

Foreign Currency Exchange Risk

Qur subsidiaries Optium Australia and Optium lsrael are located in Sydney, Australia and Nes
Ziona, Israel, respectively. Due to the relative low volume of payments made by us through these
subsidiaries, and the fact we intend that all of our sales will continue to be made in U.S. dollars, we do
not believe that we have significant exposure to foreign currency exchange risks. We currently do not
use derivative financial instruments to mitigate foreign currency exchange risks. We continue to review
this issue and may consider hedging certain foreign exchange risks through the use of currency futures
or options in future years.

Item 8. Financial Statements and Supplementary Data

Our Consolidated Financial Statements and our independent registered public accounting firm’s
opinion on cur financial statements are included in this Annual Report on Form 10-K beginning on
page F-1.

Item 9. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure.
None

Item 9A. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial
Officer, evaluated the effectiveness of our disclosure controls and procedures as of the end of the
period covered by this report. Based on that evaluation, the Chief Executive Officer and Chief
Financial Officer concluded that our disclosure controls and procedures as of the end of the period
covered by this report are functioning effectively to provide reasonable assurance that the information
required to be disclosed by us in reports filed under the Securities Exchange Act of 1934 is
(i) recorded, processed, summarized and reported within the time periods specified in the Securities
and Exchange Commission’s rules and forms and (ii) accumulated and communicated to our
management, including the Chief Executive Officer and Chief Financial Officer, as appropriate to allow
timely decisions regarding disclosure. A controls system cannot provide absolute assurance, however,
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that the objectives of the controls system are met, and no evaluation of controls can provide absolute |
assurance that all control issues and instances of fraud, if any, within a company have been detected. i
|

(b) Internal Control Over Financial Reporting

No change in our internal control over financial reporting occurred during our most recent fiscal
quarter that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

Item 9B. Other Information

On October 22, 2007, the Compensation Committee amended the Optium Corporation Executive
Officer Fiscal Year Bonus Plan, or the Bonus Plan, (i) to adjust the amounts (measured as a
percentage of base salary) that such executive officers are that participating executives are eligible to
receive under the Bonus Plan at various levels of company performance relative to applicable financial
targets and (ii) to amend the form or award and circumstances under which payments may be made. A
copy of the Bonus Plan has been filed as an exhibit to this report.
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PART HI
Item 10. Directors and Executive Officers and Corporate Governance

The information required by this item with respect to our directors, our Nominating and
Governance Committee, our Audit Committee and audit committee financial expert is incorporated by
reference to the information set forth under the captions “Proposal No. 1. Election of Directors,” “The
Board of Directors and its Committees—Audit Committee,” “The Board of Directors and its
Committees—Compensation Committee,” and “The Board of Directors and its Committees—
Nominating and Corporate Governance Committee,” in our definitive proxy statement for the 2007
Annual Meeting of Stockholders to be filed with the Securities and Exchange Commission pursuant to
Regulation 14A of the Securities Exchange Act of 1934,

The information required by this item with respect to our executive officers is sct forth under the
caption “Executive Officers of the Registrant” in Part I of this Annual Report on Form 10-K.

The information required by this item with respect to our compliance with Section 16(a) of the
Securities Exchange Act of 1934 is incorporated by reference to the information set forth under the
caption entitled “Section 16(a) Beneficial Ownership Reporting Compliance” in our definitive proxy
statement for the 2007 Annual Meeting of Stockholders to be filed with the Sccurities and Exchange
Commission pursuant to Regulation 14A.

We have adopted a “Code of Business Conduct and Ethics” applicable to all directors, officers and
employees of the Company. The “Code of Business Conduct and Ethics” is posted on our website. The
Internet address for our website is www.optium.com. The “Code of Business Conduct and Ethics” may
be found at the “Investor Relations” page on our website. The information on our website is not and
should not be considered part of this Annual Report on Form 10-K and is intended to be an inactive
textual reference only.

Item 11. Executive Compensation

The information required by this item is incorporated by reference to the information set forth
under the captions entitled “Compensation and Other Information Concerning Officers and
Directors—Compensation Discussion and Analysis” and “Executive Compensation Summary” in our
definitive proxy statement for the 2007 Annual Meeting of Stockholders to be filed with the Securities
and Exchange Commission pursuant to Regulation 14A of the Securities Exchange Act of 1934.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this item with respect to the security ownership of certain beneficial
owners and management is incorporated by reference to the information set forth under the captions
“Security Ownership of Certain Beneficial Owners and Management” and “Compensation and Other
Information Concerning Officers and Directors—Equity Compensation Plan Information” in our
definitive proxy statement for the 2007 Annual Mecting of Stockholders to be filed with the Securities
and Exchange Commission pursuant to Regulation 14A of the Securities Exchange Act of 1934.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is incorporated by reference to the information set forth
under the captions entitted “Certain Relationships and Related Party Transactions” and “Corporate
Governance and Board Matters—Independence of Members of the Board of Directors,” in our
definitive proxy statement for the 2007 Annual Meeting of Stackholders to be filed with the Securities
and Exchange Commission pursuant to Regulation 14A of the Securities Exchange Act of 1934.

Item 14. Principal Accounting Fees and Services

The information required by this item is incorporated by reference to the information set forth
under the caption entitled “Fees Billed by Ernst and Young” in our definitive proxy statement for the
2007 Annual Meeting of Stockholders to be filed with the Securities and Exchange Commission
pursuant to Regulation 14A of the Securities Act of 1934,
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PART IV
Item 15. Exhibits and Financial Statement Schedules
{a) The following documents are filed as part of this Annual Report on Form 10-K:

. 1. Consolidated Financial Statements: !

Report of Independent Registered Public Accounting Firm on Financial Statements .......... F-1
Consolidated Statements of Operations for the fiscal years ended July 28, 2007, July 29, 2006,

and July 30, 2005 . ... e e F-2
Consolidated Balance Sheets as of July 28, 2007 and July 29,2006 . ...................... F-3
Consolidated Statements of Cash Flows for the fiscal years ended July 28, 2007, July 29, 2006,

and July 30, 2005 . . . ... e e e e e F-4
Consolidated Statements of Changes in Stockholders’ Equity for the fiscal years ended July 28,

2007, July 29, 2006, and July 30, 2005 . .. ... ... e F-5

All other schedules have been omitted because they are not applicable or not required, or because
the required information is included in the Consolidated Financial Statements or Notes thereto.

2. Exhibits:

See exhibits index contained in this Annual Report on Form 10-K following the financial
statements & footnotes contained herein.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

OprTIUM CORPORATION
(Registrant)

By: /s/ EITAN GERTEL

Eitan Gertel
Chairman, President and Chief Fxecutive Officer

Date: October 24, 2007

We, the undersigned directors and officers of Optium Corporation (the “Company”), hereby
severally constitute and appoint Eitan Gertel and David Renner, and each of them singly, our true and
lawful attorneys, with full power to them, and to each of them singly, to sign for us and in our names
in the capacities indicated below, the report filed herewith, and any and all amendments to said report,
and to file or cause to be filed the same, with all exhibits thereto and other documents in connection
therewith, with the Securities and Exchange Commission, granting unto said attorneys, and cach of
them, full power and authority to do and perform each and every act and thing requisite and necessary
to be done in connection therewith, as fully to all intents and purposes as each of them might or could
do in person, and hereby ratifying and confirming all that said attorneys, and each of them, or their
substitute or substitutes, shall do or cause to be done by virtue of this Power of Attorney.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Registrant and in the capacities indicated, as of
October 24, 2007.

Signatore Title
/s/ EITAN GERTEL Chairman, President and Chief Executive Officer (Principal
Eitan Gertel Executive Officer)
fs/ DAVID RENNER Chief Financial Officer (Principal Financial/ Accounting
David Renner Officer)

fs/ JAMES BARBOOKLES

Director
James Barbookles

/s/ JOSEPH CHINNIC]

. Director
Joseph Chinnici

53




Signature

/s/ CHRISTOPHER CRESPI

Christopher Crespi

/s/ KERRY DEHORITY

Kerry DeHority

/s/ STEVEN FOSTER

Steven Foster

/s/ RUSSELL JOHNSON

Russell Johnson

/s/ MORGAN JONES

Morgan Jones

Director

Director

Director

Director

Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Optium Corporation.:

We have audited the accompanying consolidated balance sheets of Optium Corporation. as of
July 28, 2007 and July 29, 2006, and the related consolidated statements of operations, stockholders’
equity (deficit), and cash flows for each of the three years in the period ended July 28, 2007. These
financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. We
were not engaged to perform an audit of the Company’s internal control over financial reporting. Our
audits included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Optium Corporation at July 28, 2007 and July 29, 2006, and the
consolidated results of its operations and its cash flows for each of the three years in the period ended
July 28, 2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 14 to the consolidated financial statements, the Company adopted SFAS
No. 123 (revised 2004), “Share-Based Payment”, in fiscal 2007.

/s/ Ernst & Young LLP

Philadelphia, Pennsylvania
October 22, 2007
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Optium Corporation
Consolidated Statements of Operations
(In thousands, except per share data)

Fiscal year ended

Fiscal year ended  Fiscal year ended

July 28, 2007 July 29, 2006 July 30, 2005
Revenue . .......... .. ... $125,478 $69,477 $37,076
Costofrevenue. .. ...... ... ..., _ 91,201 51,952 28,289
Grossprofit .. ... .. .. ... ... ... .. ... ... 34,277 17,525 8,787
Operating expenses:
Research and product development. . .......... 14,751 8,491 5,723
Acquired in-process research and development . . . 10,000 11,187 —
Selling, general and administrative ............ 14,205 6,062 4,587
Restructuring . ... ...... ... .. i, — — 47
Total operating expenses . .................... 38,956 25,740 10,357
Loss from operations . . .. ....... ... ... .. ... (4,679) (8,215) (1,570)
Interest and other income (expense), net ......... 3,587 211 119
Loss before income tax (benefit) expense . ........ {1,092) (8,004) {1,451)
Income tax (benefit) expense . .. ............... (12,346) 119 —_
Netincome (1088) .. ... o\ e i $ 11,254 $(8,123) $(1,451)
Basic net income (loss) per share . .............. $ 058 $ (3.68) § (0383
Diluted net income (loss) per share . ... ......... $ 045 $ (3.68) $ (0.83)
Basic weighted average common shares outstanding . 19,536 2,206 1,749
Diluted weighted average common shares outstanding . 24,793 2,206 1,749

Sce accompanying notes to the consolidated financial statements.
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Optium Corporation
Consolidated Balance Sheets

(In thousands, except share amounts)

Assels

Current asscts:
Cash and cash equivalents. . . ... ... .. . .. . . . .. ... . .
Short-term IRVESIMEDTS . . . . . . vttt e et e e e e
Accounts receivable, nct of allowance of $46 and $25, respectively . ... ......... ... ...

IVENMEOTIES . . . o e e e e e )

Deferred tax asset, current portion . . . . .. ... .. i e
Prepaid expenses and other Current asselS. . . . . . . . ottt it it i e e

Total CUITent A58818 . . . . . . . i i e e e e e e e e e e
Property and equipment, NEL . . . . . . .. ... e e
L0 T3 T

[ntangible assets, met . . . .. . L e
Goodwill . . .. e

Liabilities, redeemable convertible preferred stock and stockholders’ equity {deficit)

Current liabilities:
Accounts payable . ... L L
Accruedexpenses . .. ..., ... e e e
Accrued WarTanty . .. .. . e e e e e e
Other current liabilitics .. ... ... .. o e
Current portion of debt . . . .. . ...

Total current Habilities . ... . .. ... e
Long-term debt, net of current portion . . ... ... ... .. .. ... e
Other long-term liabilities . . . . . . . . .. L e e

Total Habilities . . . . o e e e e e e e e e

Commitments and contingencies:

Series A redeemable convertible preferred stock, $0.0001 par value—24,450,000 shares
authorized, 24,000,000 shares issued and 23,818,500 outstanding at July 29,2006 .........

Series B redecmable convertible preferred stock, $0.0001 par value—42,702,958 shares |
authorized, 42,702,949 shares issued and 41,969,418 outstanding at July 29, 2006 ... ... ...

Series C senior redeemable convertible preferred stock, $0.0001 par value—60,526,000 shares

authorized, 59,879,318 shares issued and outstanding at July 29,2006 . ... ............
Series D senior redeemable convertible preferred stock, $06.0001 par value—25,500,000 shares

authorized, 25,245,570 shares issucd and outstanding at July 29,2006 ... ... ..........
Serics D-1 senior redeemable convertible preferred stock, $0.0001 par vaiue—24,475,897 shares

authorized, issued and outstanding at July 29,2006 . . . . ... . ... ... ... ... .. ... ..

Stockholders’ equity (deficit):

Common stock, $0.0001 par value—100,000,000 shares authorized, 26,924,963 and 4,353,509
shares issued, respectively; 25,430,878 and 2,859,430 shares outstanding, respectively . . . .. ..

Additional paid in capital . . ... ... L e e

Deferred compensation . . . ..o vttt e e e e e e e e e e

Treasury stock, 1,494,085 shares of common stock-—at cost . . .. ... ... ... ... ..

Accumulated deficit . . . ... L e e

Total stockholders’ equity (deficit) .. ... .. .. . . . .. e

Total liabilitics, redeemable convertible preferred stock and stockholders’ equity (deficit) . .. . .

July 28, 2007

July 29, 2006

$ 10,377

$ 25,359
36,018 —
21,853 19,075
20,684 11,701

68 180
4,976 —_
1,039 27

109,997 41,560
9,124 5,207

170 1,941

- 68
2,006 —

37923 10,533
8,881 -

$168,101 $ 59,309

$ 20222 $ 18,386
4,389 2,207

359 223

— 2,640

46 320

25,016 23,776
17 351
189 97
25,222 24,224

- 7,939

— 35,674

— 11,962

- 10,255

- 21,343

3 J—

191,118 9,173
(924) (1,170)
(2,762) (2,762)
(46,395) (57,649)
1,839 320
142,879 (52.088)
$168,101 $ 59,309

See accompanying notes to the consolidated financial statements.
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Optium Corporation

Consolidated Statements of Cash Flows

{In thousands)

Cash flows from operating activities

Netincome (l0s5) . .. ... ... ... .. ..

Adjustments to reconcile net income (loss) to nct cash (used in)
provided by operations:
Depreciation and amortization . ...................
Stock-based compensation . ... ... .o oL
Acquired in-process research and development ... .... ...
Provision (benefit) for doubtful accounts . . .. ... ... .. ..
Loss on dispesal of property and equipment . .. ... ... ...
Reversal of deferred tax valuation allowance. . . ... ... ...

Changes in operating assets and liabilities:
Accounts receivable .. . ... Lo oL P
Inventories . . ... ... ... L e
Prepaid expenses and other current assets . ... ... ... ...
Otherassets . . ..o .o it i e s
Accountspayable . . ... ... Lo o o L oo
Accrued GXPEIMSES . . v v v v e e e e e
Other current liabilities . . .. ....... ... ... ... ... ...
Accrued warranty . . . ... ... L e
Other long-term liabilivies .. ... ..................

Fiscal year ended
July 28, 2007

Fiscal year ended
July 29, 2006

Fiscal year ended
July 30, 2005

Net cash (used in) provided by operating activities . . . .. ... ...

Cash flows from investing activities

Purchase of property and equipment . .. ................
Release of restrictedcash .. ... ... ... oo v
Proceeds from sale of property and equipment . .. ..........
Maturities and sales of short term investments . . ... ... .....
Purchase of marketable securities ... ........ ... ... ...,
Cash acquired from acquisition of Engana, net of transaction costs . .
Purchase of Kailight Photonics, net of cash acquired ... ... ...
Purchase of Microdisplay intellectual property .. ...........

Net cash (used in) provided by investing activities . .. .. ......

Cash flows from financing activities

Borrowings under equipment line of credit. . . .. ... .......
Payments of lineof credit .. ... ... ... ... ... ... ...,
Net proceeds from initial public offering . ... ....... ... ...
Proceeds from warrant eXercise . . . ... ..o
Proceeds from exercise of employee stock aptions . .. .. ... ...
Payments of capital lease obligations ... ................

Net cash provided by (used in) financing activities . . . ... ... ..
Effect of exchange rate changes on cash and cash equivalents . . . .

Net increase (decrease) in cash and cash equivalents ... ... ...
Cash and cash equivalents, beginning of year . ... ....... ...

Cash and cash equivalents,end of year . ... ..............

Supplemental disclosure of cash flow information

Cash paid forinterest . . .. .. ... ... . ... .. e
Cash paid for income taxes ... ..... ... ... ... ..

Supplemental disclosure of non-cash investing and financing
activities:
Issuance of preferred and common stock for the acquisition of

Engana. . ... e e

$ 11,254

2,709
1,505
10,000
22
9
(13,857)

(2,351)

(8,927)

(709)

(243)
1,207
1116

(2,640)
135
39

(731)

(5.859)

30
78,434
(114,452)

(35,25)
(2,023)

(79,092)

(685)
95,378

153

94,846
(41}

14,982

10,377

§ 25359

$ 22
$ 582

$ (8,123)

2,520
162
11,187
1

(11,141)
(5,937)

1,263

(150)

(1,915)
33
175

(1,857)
79

1,903
8,474

$10,377

77
75

o o9

$ 25,636

See accompanying notes to the cousolidated financial statements.
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2,359
3
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(3,488)
(2,935)
68
89
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53
17
8
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Optium Corporation

Notes to Consolidated Financial Statements

1. Organization and Operations

Optium Corporation (the “Company”) was incorporated in the State of Delaware on September 8,
2000. The Company is a leading designer and manufacturer of high-performance optical subsystems
supporting core to the edge applications for use in telecommunications and cable TV network systems.
Since its founding in 2000, Optium has developed or acquired proprietary technology and products that
enable transmission and switching functionality for high-bandwidth, intelligent optical networking
applications. The Company supplies an extensive suite of optical subsystems, including 10Gb/s and
40Gb/s transceivers, cable TV and fiber to the home, or FTTH, transmitters, analog RF over fiber
products, line cards, circuit packs and our technologically innovative wavelength selective switch
reconfigurable optical add/drop multiplexer products, or WSS ROADMs. The Company’s optical
subsystems are used in network systems that deliver voice, video and other data services for consumers
and enterprises that are delivered in the long haul, metropolitan and access segments, referred to as
the core to the edge, of telecommunications and cable TV networks. The Company’s customers are
network systems vendors whose customers include wireline and wireless telecommunications service
providers and cable TV operators, collectively referred to as carriers.

On November 1, 2006, the Company closed its initial public offering of 5.2 million shares of
common stock, as well as the sale of an additional 780,000 shares to cover underwriter over-allotments.
The Company’s commen stock, quoted on the NASDAQ Global Market under the symbol “OPTM,”
began trading on October 27, 2006, Cash proceeds to the Company, net of underwriter commissions of
approximately $7.3 million and related offering expenses of approximately $4.1 million, totaled
approximately $93.2 million, including approximately $1.9 million of offering expenses paid during fiscal
year 2006. All preferred stock outstanding at November {, 2006 was converted to common stock upon
the completion of the initial public offering.

2. Summary of Significant Accounting Policies

Principles of consolidation

The consolidated financial statements include Optium Corporation and its wholly owned
subsidiaries, Optium Australia Pty Limited, Kailight Photonics Inc., and Kailight Photonics Ltd. All
significant intercompany accounts and transactions have been eliminated in the consolidation.

Fiscal year

The Company’s fiscal year ends on the Saturday closest to July 31.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilitics at the date of the
financial statements and the reported amounts of income and loss during the reporting period. Actual
results could differ from those estimates.




Optium Corporation

Notes to Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Pelicies (Continued)
Cash and cash equivalents

The Company considers ail highly liquid securities purchased with original maturities of 90 days or
less to be cash equivalents. Cash equivalents are stated at cost, which approximates market value, and
consist of money market accounts that are readily convertible to cash,

At July 28, 2007 and July 29, 2006, the Company had restricted cash relating to an operating lease
in the form of a certificate of deposit for $68,000 and $248,000, respectively, which is renewed on a
monthly basis. The term of the certificate of deposit extends from the commencement date of the lease
(May 1, 2001) through at least ninety (90} days after the expiration of the lease term (April 30, 2008).
During fiscal year 2006, $292,000 was released based on the operating lease agreement which reduced
the certificate of deposit from the original amount of $540,000. An additional release of $180,000 was
made on May 1, 2007, which the Company has not collected as of July 28, 2007.

Foreign currency translation

The financial statements for the Company’s foreign subsidiary, Optium Australia, are measured
using the local currency as the functional currency. Foreign assets and liabilitics in the consolidated
balance sheets have been translated at the rate of exchange as of the balance sheet date. Revenues and
expenses are translated at the average exchange rate for the month. Translation adjustments do not
impact the results of operations and are reported as a separate component of stockholders’ equity.
Foreign currency transaction gains and losses are included in the results of operations.

Accounts receivable

The Company carries its accounts receivable at the amount that it considers to be collectible and
does not require collateral from its customers. Accordingly, an allowance account is established through
a charge against operations in an amount deemed adequate to absorb the uncollectible portion of such
receivables. The allowance is determined through management review of outstanding amounts per
customer. At July 28, 2007 and July 29, 2006, an allowance of $46,440 and $24,870, respectively, based
on management’s best estimate, was available to absorb any uncollectible balances.

Inventories

Inventories are valued at the lower of cost or market value. Cost is determined on a first-in,
first-out method. The Company makes inventory commitments and purchase decisions based upon sales
forecasts. To mitigate potential component supply constraints, the Company builds inventory levels for
certain items with long supply lead times. The Company assesses the valuation of its inventory on a
periodic basis and writes down the value for estimated excess and obsolete inventory based on
estimates of future demand. The Company defines obsolete inventory as inventory that will no longer
be used in its manufacturing processes. Excess inventory is defined as inventory in excess of projected
usage and is determined using management’s best estimate of future demand, based upon information
then available to the Company.

Property and equipment

Property and equipment are stated at cost net of accumulated depreciation. Expenditures for
maintenance and repairs are charged to expense as incurred, whereas major betterments are capitalized




Optium Corporation

Notes to Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Policies (Continued)

as additions to property and equipment. The Company provides for depreciation and amortization
using the straight-line method and charges amounts to operations to allocate the cost of the assets over
their estimated useful lives. Useful lives of the Company’s asset categories are: machinery and
equipment of 5 years, computer equipment and software of 3 years and furniture and office equipment
of 7 years. The costs of leasehold improvements on leased office and warehouse space are capitalized
and amortized using the straight-line method over the shorter of the life of the applicable lease or the
useful life of the improvement.

Assets held under capital leases are recorded at the lower of the fair market value of the asset or
the present value of future minimum lease payments and are amortized using the straight-line method
over their primary term. The Company had no capital lease obligations as of July 28, 2007 and July 29,
2006.

Intangible assets

Intangible assets consist of intellectual property and are stated at cost less accumulated
amortization. Intangible assets are amortized using the straight-line method over their estimated useful
live, which is 5 years. Useful lives and related amortization expense are based on management’s
estimate of the period that the assets will generate revenues or otherwise be used by the Company. If
assets are considered impaired, the impairment recognized is the amount by which the carrying value of
the assets exceeds the fair value of the assets,

Valuation of goodwill

Under the Statements of Financial Accounting Standards, or SFAS, 142, Goodwill and Other
Intangible Assets, goodwill is subject to annual impairment testing criteria. The Company’s policy is to |
compare the carrying value of a business unit's net assets to the estimated fair value of the business
unit, using a sales multiple approach to project the business unit’s fair value. The fair value is based on
management’s estimate of future revenues to be generated by the business component. Such estimated
future revenues consider factors such as future operating income and historical trends. The Company
tests for impairment on an annual basis or on an interim basis if circumstances change that would
indicate the possibility of impairment. The impairment review requires an analysis of future projections
and assumptions about the Company’s operating performance. If such a review indicates that the assets
are impaired, a charge to operations would be recorded for the amount of the impairment, and the
corresponding impaired assets would be reduced in carrying value. The Company did not identify an
assel impairment related to the carrying value of goodwill during fiscal year 2006 or 2007.

Impairment of long-lived assets

SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, or SFAS 144,
established accounting standards for the impairment of long-lived assets and certain identifiable
intangibles related to those assets to be held and used, and for long-lived assets and certain identifiable
intangibles to be disposed of. Long-lived assets consist primarily of property and equipment. In
accordance with SFAS 144, the Company continually evaluates whether events or circumstances have
occurred to indicate that the estimated remaining useful life of its long-lived assets may warrant
revision or the carrying value might be impaired. The carrying value of long-lived assets is considered
impaired when the total ‘projected undiscounted cash flows from such assets are less than carrying




Optium Corporation

Notes to Consofidated Financial Statements (Continved)

2. Summary of Significant Accounting Policies (Continued)

value. The Company determined that no event or circumstance occurred which would have warranted a
revision to carrying value of its long-lived assets.

Fair value of financial instruments

Financial instruments consist of cash and cash equivalents, restricted cash, accounts receivable,
accounts payable and notes payable. The carrying amounts of the Company’s financial instruments
approximate their fair values. ‘

Short-term investmnents

The Company considers all short-term investments as available-for-sale, accounted for at fair value,
with resulting unrealized gains or losses reported as a separate component of stockholders’ equity.

Stock-based compensation

Effective July 30, 2006, the Company adopted SFAS 123R, Share-Based Payment or SFAS 123R,
which requires companies to recognize in their statement of operations all share-based payments,
including grants of stock options, based on the grant date fair value. The Company adopted SFAS 123R
using the prospective transition method. Stock-based compensation is measured at the grant date, based
on the fair value of the award, and expensed over the requisite service period. The application of
SFAS 123R involves significant amounts of judgment in the determination of inputs into the Black-
Scholes model which the Company uses to determine the value of stock options. Inherent in this model
are assumptions related 10 expected stock price volatility, option life, risk free interest rate and
dividend yield. While the risk free interest rate and dividend yield are less subjective assumptions,
typically based on factual data derived from public sources, the expected stock-price volatility and
option life assumptions require a greater level of judgment which make them critical accounting
estimates. The fair value of each stock option grant was estimated on the date of the grant using the
Black-Scholes option-pricing model with the following assumptions:

Fiscal year ended
July 28, 2007

Risk-free interest rate . ... ... .. ittt it i et a e e 4.623%
Expected dividend yield . . . ... ... ... ... i 0%
Expected life . ........ . . it 5 years
Expected volatility . ... ... .. ... . . 80%
Forfeiture rate. . ... .. i e i e e 9.3%

Risk-free interest rate: The Company uses the risk free interest rate of a U.S. Treasury Note with
a similar term on the date of the grant.

Expected dividend yield: The Company uses a 0% expected dividend yield as the Company has not
paid and does not anticipate declaring dividends in the near future.

Expected life: The Company’s expected life is based on the period the options are expected to
remain outstanding based on the vesting periods and expectations of future employee actions.

F-10



Optium Corporation

Notes to Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Policies (Continued)

Expected volatility: The Company estimated the expected volatility of the stock price based on an
analysis of other volatility factors exhibited in the market because of the limited history of the
Company’s stock.

Forfeiture Rate: The Company estimates forfeitures based on historical experience and factors of
known historical or future projected work force reduction actions to anticipate the projected forfeiture
rates.

Reventue recognition

The Company derives revenue from the manufacture and sale of optical subsystem products for
use in high-performance network systems. Our revenue recognition policy follows SEC Staff Accounting
Bulletin No. 104, “Revenue Recognition.” Specifically, the Company recognizes product revenue when
the following requirements have been met:

* Evidence of an arrangement. Persuasive evidence exists of an arrangement with a customer,
typically consisting of a purchase order which details quantity, fixed schedule of delivery and
agreed upon terms.

* Delivery and acceptance. Product has been shipped via third party carrier, accepted and title has
transferred to the customer, under terms agreed to by the customer. The only rights of return
are under our warranty policy.

* Fixed or determinable fee. The amount of revenue to which we are entitled is fixed or
determinable at the time of shipment. We assess whether the fee is fixed or determinable based
on the payment terms associated with the transaction and whether the sales price is subject to
refund or adjustment.

* Collection is deemed probable. Collectability is reasonably assured and there are no
uncertainties with respect to customer acceptance. We assess collectability based primarily on the
creditworthiness of the customer as determined by credit checks and analysis, as well as the
customer’s payment history.

The Company is required to determine whether delivery has occurred, whether items will be
returned or whether the Company will be paid under normal terms. The Company specifies delivery
terms and assesses each shipment against those terms and only recognizes revenue when certain that
the delivery terms have been met to the extent that one or more of the conditions are not present, the
Company delays recognition of revenue until all conditions are present.

The Company may offer evaluation units to our current and potential customers, at no charge, for
purposes of expanding our customer base and product portfolio. Such units are expensed when shipped
and are recognized as part of selling, general and administrative expense in the accompanying
statement of operations. Expenses recognized for evaluation units were approximately $373,900,
$239,000 and $202,800 for the fiscal years ended July 28, 2007, July 29, 2006 and July 30, 2005,
respectively, Standard terms offered to customers are payment due 30 days from the date of invoice.
For certain customers, the Company has negotiated standard payment terms different than 30 days to
conform to such customer’s standard payment terms and/or such customer’s credit standing.




Optium Corporation

Notes to Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Policies (Continued)
Warranties

The Company provides a warranty on all products. The amount of warranty expense charged to
operations was approximately $427,800, $236,300, and $102,000 for fiscal years 2007, 2006 and 2005,
respectively, which is included in the cost of revenue in the accompanying statements of operations.
The Company accrues warranty for expected warranty claims based on historical return figures and
accrues those costs at the time revenue is recorded.

Product development costs

The costs of the development of hardware products are expensed as incurred.

Shipping and handling costs

Shipping and handling costs related to products sold are included in cost of revenue.

Income taxes

The Company accounts for income taxes in accordance with the provisions of SFAS 109,
Accounting for Income Taxes or SFAS 109. SFAS 109 requires the Company to account for income taxes
using a balance sheet approach, requiring the recognition of deferred income tax assets and liabilities
for the expected future tax consequences of events having been recognized in the Company’s financial
statements or tax returns. Deferred income taxes have been provided for the differences between the
financial reporting carrying values and the income tax reporting basis of the Company’s assets and
liabilities. These temporary differences consist of differences between the timing of the deduction of
certain amounts between income tax and financial statement reporting purposes.

Comprehensive income (loss)

Statement of Financial Accounting Standards No. 130, Reporting Comprehensive Income, requires
disclosure of all components of comprehensive income (loss) on an annual and interim basis.
Comprehensive income (loss) is defined as the change in equity of a business enterprise during a
period from transactions and other events and circumstances from non-owner sources. Components of
other comprehensive income (loss) that the Company currently reports are gains and losses from
foreign currency translations and unrealized gains and losses from short-term investments, as follows (in
thousands):

Fiscal year ended
July 28, 2007 July 29, 2006

Net income {loss} ........ .. .. ..., $11,254 $(8,123)
Other comprehensive income:
Unrealized gain (loss) on investments . . . ............. (3) —
Net change in cumulative foreign currency translation

adjustment. ... ... e 1,522 314
Comprehensive income (loss) ... .......... ... oL $12,773 $(7,809)
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Optium Corporation
Notes to Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Policies (Continued)
Net income (loss) per share

The Company computes net income (loss) per share in accordance with SFAS No. 128, Eamings
per Share, or SFAS 128. Under the provisions of SFAS 128, basic net income (loss) per share is
computed by dividing the net income applicable to common stockholders for the period by the
weighted average number of shares of common stock outstanding. In accordance with SFAS 128,
incremental potential common shares from the conversion of preferred stock and the exercise of stock
options and warrants are included in the calculation of diluted net income (loss) per share except when
the effect would be anti-dilutive. On October 10, 2006, the Company’s 1-for-12 reverse stock split of
the Company’s issued common stock became effective, and all share data has been retroactively
adjusted to reflect this reverse stock split.

The calculations for basic and diluted net income (loss) per share were as follows (in thousands):

Fiscal year ended
July 28, 2007 July 29, 2006

Numerator:
Net income (I0SS) . ... .. oo v, $11,254 $(8,123)
Denominator:
Weighted average common shares outstanding ......... 19,536 2,206
Effect of dilutive shares
Stockoptions. . ...... ... ... i 940 —_—
Series Aand Cwarrants. . . ..................... 59 -
Conversion of preferred shares into common stock . . .. 4,258 —
Adjusted weighted-average common shares outstanding . . . 24,793 2,206
Basic net income (loss) pershare . .................. $ 058 $(3.68) .. .
Diluted net income (loss) per share .. ............... $ 045 $ (3.68)

Diluted net income (loss) per share does not reflect the following weighted-average potential
common shares as the exercise prices of such options were greater than the average fair value of the
Company’s common stock during the respective periods, or the effect would have been anti-dilutive (in
thousands):

Fiscal year ended
July 28, 2007  July 29, 2006

Conversion of preferred shares. ... ................. — 15,181
Unvested restricted common stock and exercise of options

and wWarrants . ... .. .. e e — 1,552
Unvested common stock “out of money” ........... ., 152 —
Total. ..o 152 16,733
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Optium Corporation

Notes to Consolidated Financial Statements (Continued)

2. Summary of Significant Accounting Policies {Continued)
Reclassifications

Certain prior year amounts have been reclassified to conform to the current financial statement
presentation.

Recent accounting pronouncements

In July 2006, the FASB issued FIN 48, Accounting for Uncertainty in Income Tixes, or FIN 48,
which is an interpretation of SFAS No. 109, Accounting for Income Taxes or SFAS 109. FIN 48 creates a
single model to address uncertainty in tax positions and clarifies the accounting for uncertainty in
income taxes recognized in an enterprise’s financial statements in accordance with SFAS 109 by
prescribing the minimum threshold a tax position is required to meet before being recognized in an
enterprise’s financial statements. FIN 48 also provides guidance on derecognition, measurement,
classification, interest and penalties, accounting in interim periods, disclosure and transition, and clearly
scopes out income taxes from SFAS No. 5, Accounting for Contingencies or SEAS 5. FIN 48 is effective
for fiscal years beginning after December 15, 2006, requiring implementation in the first quarter of
2008. Differences between the amounts recognized in the statements of financial position prior to
adoption of FIN 48 and the amounts reported after adoption should be accounted for as a cumulative-
effect adjustment recorded to the beginning balance of retained earnings. The Company has adopted
FIN 48 on July 29, 2007 and is currently determining its impact on the consolidated financial
statements,

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements or SFAS 157.
SFAS 157 establishes a common definition to provide enhanced guidance when using fair value to
measure assets and liabilities, establishes a framework for measuring fair value, and expands disclosures
about such fair value measurements. SFAS 157 is effective for fiscal years beginning after November 15,
2007. The Company is currently determining the impact of implementing SFAS 157 which will be
effective for the fiscal year ending August 1, 2009.

In September 2006, the SEC staff issued Staff Accounting Bulletin No. 108 Considering the Effects
of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements or
SAB 108. SAB 108 requires that public companies utilize a “dual-approach” to assessing the
quantitative effects of financial misstatements. The dual approach includes both an income statement
focused assessment and a balance sheet focused assessment. The guidance in SAB 108 must be applied
to annual financia! statements for fiscal years ending after November 15, 2006. The Company adopted
the guidance under this bulletin on July 29, 2007. The implementation of SAB 108 is not expected to
have a material impact on the Company’s consolidated financial position or results of operations for
the fiscal year ending August 2, 2008.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities—Including an amendment of FASB No.115 or SFAS 159. SFAS 159 is effective for
financial statements issued for fiscal years beginning after November 15, 2007. This Statement permits
entities to choose to measure many financial instruments and certain other items at fair value. The
objective is to improve financial reporting by providing entities with the opportunity to mitigate
volatility in reported carnings caused by measuring related assets and liabilities differently without
having to apply complex hedge accounting provisions. The Company is currently determining the
impact of implementing SFAS 159, which will be effective for the fiscal year ending August 1, 2009.
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Optivm Corporation

Notes to Consolidated Financial Statements (Continued}

2. Summary of Significant Accounting Policies {Continued)
Segment information

SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information or SFAS 131
establishes standards for reporting information regarding operating segments in annual financial
statements and requires selected information of those segments to be presented in interim financial
reports issued to stockholders. Operating segments are identified as components of an enterprise about
which separate financial information is available for evaluation by the chief operating decision-maker,
or decision-making group, in making decisions on how to allocate resources and assess performance.
The Company views its operations and manages its business as one operating segment. SFAS 131 also
requires the disclosure of certain information related to product and geographic information for those
companies operating as one reportable segment. That information is provided below.

Product Information

Revenue of the Company’s major product categories is as follows:
Fiscal year ended

July 28, 2007  July 29, 2006
(In thousands)

Telecommunications. . . .. ... . ... ..., $ 96,768 $54,070
Analogandcable TV ... . ... . . ... .. ... .. ... ..... 28,710 15,407
Total revenue . . ...t e $125,478 $69,477

Geographic Information

Revenue generated outside of the U.S. as of July 28, 2007 and July 29, 2006 was not material to
our financial statements.

The following table summarizes long-lived assets by geographic region. Long-lived asset data,
(which consists of property and equipment and other assets) is based on physical location of the assets.

Fiscal year ended
July 28, 2007  july 29, 2006
(In thousands)

United States . ... ...t $5,974 $6,583
Australia . .. ... ... e e 2,649 565
Israel ... .. e 671 —
Total long-lived assets . ... ... ... i nnnenn. $9,294 $7,148
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Optium Corporation

Notes to Consolidated Financial Statements (Continued)

3. Inventories

Inventories consist of the following at:

July 28, 2007 July 29, 2006
(In thousands)

Raw materials . . ... .ttt e e e e $14,545 $ 7,685
WOrk in process ... ... ... 1,011 1,276
Finished goods . ........ ... ... ... .. ... ... L, 5,128 2,740

$20,684 $11,701

Inventories are net of reserves of $2,175,200 and $686,400 at July 28, 2007 and July 29, 2006,
respectively.

4, Property and Equipment

Property and equipment consist of the following at:

July 28, 2007  July 29, 2006
(In thousands)

Machinery and equipment ... ....... . ... 0. £ 18,524 $ 13,284
Computer equipment and software . . ................ 3,987 3,049
Furniture and fixtures . ........... .. ... ... .. ... 433 324
Leasehold improvements .. ............... .. ... ... 618 493

23,562 17,150
Less accumulated depreciation . . ........ ... ... .. (14,438) (11,943)

$ 9,124 $ 5,207

Depreciation expensc associated with property and equipment was $2,507,900, $2,520,100, and
$2,359,200 in 2007, 2006 and 2005, respectively. Depreciation includes amortization of assets recorded
under capital lease obligations in the year ended July 30, 2003,

5. Allowance for Doubtful Accounts

The following table summarizes the changes in the Company’s allowance for doubtful accounts for
the period indicated:

Fiscal year ended
July 28, 2007 July 29, 2006  July 30, 2005
(In thousands)

Balance at beginning of theyear . . ... ... .. $25 $24 $41
Amounts charged (credited) to expense . . . .. 21 1 (15)
Accounts written off . . .. .. ... ... L L e — (2
Balance at end of year . .. .............. $46 $25 524
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Notes to Consolidated Financial Statements (Continued)

6. Purchased Intangible Assets Including Goodwill

The carrying amount of goodwill for the years ended July 28, 2007 and July 29, 2006 and the
changes in those balances are as follows (in thousands):

Balance at July 30, 2005 .. ... ... i e S
Goodwill as a result of acquisitions . . ... ... L e 10,297
Foreign currency translation . ... ... ... ... ... .. ... .. 236

Balance at July 29,2006 .. ... . .. ... . .. .. . . $10,533
Goodwill as a result of acquisitions . . ........ ... ... .. ... o 26,072
Foreign currency translation . . . ... . ..ottt e 1,318

Balance at July 28, 2007 . ... ... ... .. .. e $37,923

The Company performed the annual impairment test for goodwill for the years ended July 28,
2007 and July 29, 2006 and concluded no impairment charge was required.

The gross carrying amount and accumulated amortization of the Company’s intangible assets as of
July 28, 2007 is as follows (in thousands):

Gross carrying  Accumulated  Net book

amount amertization value
Intellectual property .. ..........c........ $2,023 $(17) $2,006
$2,023 $(17) $2,006

Amortization expense of intangible assets was $16,900 in 2007. The Company had no intangible
assets as of July 29, 2006 or July 3(}, 2005, The Company had no intangible assets with indefinite lives
in any of the aforementioned years.

The estimated future annual amortization expense for each of the next five fiscal years is as
follows (in thousands):

Estimated

amortization
Fiscal Year __cxpense
2008 . e e e e e e $405
2000 e e e e $405
2000 . e e e e e e e $405
12 1 $405
0 $388
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Notes to Conselidated Financial Statements (Continued)

7. Other Assets

Other assets consist of the following at:

July 28, 2007 July 29, 2006
(In thousands)

Deferred financing COSIS ... ..o et $ — $1,916
Other . . e 170 25
S0 $194

Deferred financing costs represent direct transactional costs the Company incurred in connection
with the initial public offering. Deferred financing costs were reflected as a reduction of equity upon
closing of the offering which occurred on November 1, 2006. Other consists of security deposits on our
leased facilities.

8. Line of Credit

On May 25, 2004, the Company entered into a $3,500,000 line of credit agreement, including a
revolving promissory note of $2,500,000 and an equipment term note of $1,000,000. The line of credit
bears interest at 1.75% plus Prime. On June 27, 2005, the Company modified the terms of the debt to
increase the equipment term note to $2,000,000; change the interest rate to prime plus 1.25% (7.75%
at July 30, 2005) for the initial equipment advance and the first draw on the line of credit of $820,778.
On June 6, 2006, the Company renewed the line of credit to modify the interest rate on the
outstanding principal to prime plus 0.75% and to extend the renewal date to May 22, 2007. The
interest rate would be prime plus 1.5% for supplemental advances.

On November 3, 2006, the Company paid the outstanding line of credit in full and subsequently
cancelled the line of credit.

9. Investments

The following is a summary of the Company’s available-for-sale investments as of July 28, 2007 (in
thousands):

Gross Gross
Amortized unrealized unrealized Market
Investment Type cost gain loss value
COTPOrate . . . vvvvueeennn.n. . $22,526 $— $—  $22,526
Government-sponsored enterprise . ... .. 23,221 — (3) 23,218
Municipal . .. .. ... oo oo 8,825 — — 8,825
Total ... ... . $54,572 $— $(3) $54,569
Reported as:
Cash cquivalents . ................ $18,551 $— $— $18,551
Short-term investments ............ 36,021 = (3 36,018
Total .. ... . $54,572 $— $(3) $54,569
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Notes to Consolidated Financial Statements (Continued)

9. Investments (Continued)

The Company accounts for its investments pursuant to SFAS 115 Accounting for Centain
Investments in Debt and Equity Securities or SFAS 115. All of the Company’s investments are classified
as available-for-sale securities and reported at fair value, with unrealized gains and losses excluded
from earnings and reported in a separate component of shareholders’ equity. Gains and losses are not
recorded in ¢arnings until realized. The Company monitors its investments for other than temporary
impairment, which results from the carrying value of the investments exceeding the fair value. If other
than temporary impairment is identified the cost basis of the security is written down to fair value and
the amount of the write-down is recorded as a realized loss through earnings. In evaluating unrealized
losses for other than temporary impairment, the Company considers a number of factors including the
duration and significance of the loss. The Company has the ability and intent to hold those investments
with unrealized losses until a recovery of fair value. As of July 28, 2007, the Company held no
securities with an unrealized loss position for more than twelve months and no realized losses were
recorded.

All investments mature in less than one year; those that mature in less than ninety day are
classified as cash equivalents. At July 29, 2006 the Company had no investments.

10. Accrued Expenses

Accrued expenses consist of the following at:

July 28, 2007  July 29, 2006
(In thousands)

Fees and expenses payable . .. ..................... $1,531 $ 636
Compensation and benefits .. ... .................. 1,789 1,255
Professional services .. ...... ... .. ... .. i, 1,012 259
Security deposit . . ... ... . 57 57
Accrued eXpenses . ... ... $4,389 $2,207

Fees and expenses payable consist primarily of accrued expenses related to taxes and insurance
payable.

11. Other Current Liabilities

Other current liabilities consist of $0 and $2.6 million in deferred revenue at July 28, 2007 and
July 29, 2006, respectively. The Company is required to determine whether delivery of each shipment
has occurred, and the Company specifies delivery terms and assesses each shipment against those terms
and only recognizes revenue when there is certainty that the delivery terms are met. The Company
recorded deferred revenue of $2.6 million as of July 29, 2006 for shipments where confirmation of
delivery occurred after the end of the fiscal period.

12. Acquisitions
Engana Pty Limited

On March 5, 2006, the Company acquired Engana Pty Limited, (“Engana’) renamed Optium
Australia Pty Limited, a leading innovator of ROADM technology, for approximately $26,272,000
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12. Acquisitions (Continued)

including $638,000 in related acquisition costs. The purchase was funded through the issuance of
24,475,897 shares of Series [D-1 Senior Convertible Preferred Stock and 729,361 shares of Series 2
non-voting common stock of the Company, including 2,447,583 and 72,936 of shares held in escrow,
respectively, for all of the outstanding shares of Engana. The escrow shares were released six months
following the closing of the Company’s initial public offering. In determining the aggregate purchase
price paid for Engana, the Company used $0.87204 per share for the Series D-1 Senior Convertible
Preferred Stock, the per share base liquidation value of such stock, and $5.76 per share for the Series 2
non-voting common stock, the contemporaneous per share fair market value of the Company’s common
stock as determined by the Board of Directors. Additionally, fully-vested options to purchase 55,305
shares of common stock were granted in exchange for all outstanding options of Engana (which were
fully-vested).

This acquisition provided additional technology and products to enhance the Company’s product
offerings. The transaction was accounted for as a purchase in accordance with SFAS 141, As a result,
the assets acquired and liabilities assumed were accounted for at fair value on the acquisition date, and
the results of operations of Engana are included in the Company’s consolidated resuits of operations
since the acquisition date. Management is responsible for the valuation of net assets acquired, including
in-process research and development and considered a number of factors, including valuations and
appraisals, when estimating the fair market values and estimated useful lives of the acquired asscts and
liabilities. The Company believes the acquisition will provide access to new markets and complement
existing product lines, resulting in an excess purchase price over the fair value of identifiable assets.
The excess purchase price of $10,297,000 has been recorded as goodwill,

The Engana purchase price was allocated as follows (in thousands):

Netassets acquired . . . ...ttt e $ 4,788
Acquired in-process research and development .............. ... ..., 11,187
Goodwill . .. e 10,297
Total purchase price . ... .. ... .. .. e $26,272

The following table summarizes the components of the assets acquired at fair value (in thousands):

Cash . . e e e e $4,639
Net fixed assets and other . . ... ... . . i e e 491
Less liabilities assumed . . . . ... . e (342)
Net assets acquired . . . ..o ittt i $4,788

Engana’s developmental project that had not reached technological feasibility and had no future
alternative use was classified as acquired in-process resecarch and development and expensed at the
acquisition date. Efforts required to develop acquired in-process research and development into
commercially viable products include the planning, designing, prototyping, verification and testing
activities that are necessary to establish that the products can be produced to meet their design
specifications, including functions, features and technical performance requirements. The $11,187,000 of
acquired in-process research and development was expensed through the consolidated statement of
operations as a separate component of operating expenses at the acquisition date.
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The acquired in-process research and development expense of $11,187,000 relates to the acquired
WSS ROADM project and was determined using the income approach assuming cash flows over ten
years and using a risk adjusted discount rate of 309, The discount rate was based on fundamental data
for a group of market participants, as well as venture capital studies. The ten year life is based on the
life expectancy of this ROADM product in the market place with an assumed growth rate of 75%
diminishing to 1.6% and no assumed terminal value. The WSS ROADM product line began generating
revenue in the second quarter of fiscal year 2007.

Kailight Photonics Inc.

On May 15, 2007, the Company acquired Kailight Photonics, Inc., (“Kailight”) a technology leader
in 40Gb/s optical transmission products, for approximately $35,860,000, including $711,300 of
transaction costs associated with the acquisition and subject to certain working capital adjustments.
Approximately $3,350,000 of the purchase price is being held in escrow pending the outcome of certain
matters outlined in the purchase agreement, for which the Company is indemnified. In addition, the
Company may also be required to pay up to $3,000,000 in additional futurc payments based on the
achievement of certain performance milestones. Any such payment will be recorded as additional
purchase price in the period it is probable such payment is earned. Pursuant to the merger agreement,
outstanding Kailight stock options were converted into Optium stock options. Of the total options
granted to Kailight employees and consultants, 9,652 options with an exercise price of $0.11 were fully
vested and assigned a fair value of $148,776 using the Black-Scholes option pricing model and were
accordingly recorded as purchase price.

The transaction was accounted for as a purchase in accordance with SFAS 141. As a result, the
assets acquired and liabilities assumed were accounted for at fair value on the acquisition date, and the
results of operations of Kailight are included in the Company’s consolidated results of operations from
the acquisition date. Management is responsible for the valuation of net assets acquired, including
in-process research and development and considered a number of factors, including valuations and
appraisals, when estimating the fair market values and estimated useful lives of the acquired assets and
liabilities. The Company believes the acquisition provides synergies with existing product lines and
expands on our current transceiver capabilities, resulting in an excess purchase price over the fair value
of identifiable assets. The excess purchase price of $26,072,000 has been recorded as goodwill. The
purchase price allocation is not finalized as we have not yet determined fair market values for certain
net assets acquired which may affect the closing balance sheet. We do not believe that any adjustments
to the fair values will materially modify the preliminary purchase price allocation.

The Kailight purchase price was preliminarily allocated as follows (in thousands):

Netassets acquired . ... .. ..ot e e e $ (212)
Acquired in-process research and development . ... ... . ... ....... 10,000
Goodwill ... ... e 26,072
Total purchase price . ... . ... .. . .. . $35,860
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The following table summarizes the components of the assets acquired at fair value (in thousands):

Cash . o o e e $ 489
Net fixed asSel8 . . . v oot s e e e e et et e e e 597
Accounts receivable and other . . .. .. e e 262
Less liabilities assumed . . ... ... .. e (1,560)
Net assets acquired . ... ...t e $ (212)

Kailight’s developmental project that had not reached technological feasibility and had no future
alternative use was classified as acquired in-process research and development and expensed at the
acquisition date. Efforts required to develop acquired in-process research and development into
commercially viable products include the planning, designing, prototyping, verification and testing
activities that are necessary to establish that the products can be produced to meet their design
specifications, including functions, features and technical performance requirements. The $10,000,000 of
acquired in-process research and development was expensed through the consolidated statement of
operations as a separate component of operating expenses at the acquisition date.

The acquired in-process research and development expense of $10,000,000 relates to the acquired
40Gb/s project and was determined using the income approach assuming cash flows over ten years
and using risk adjusted discount rates ranging from 20% to 30% for the four defined segments of the
40Gb/s project. The discount rates were based on fundamental data for a group of market participants,
as well as venture capital studies. The ten year life is based on the life expectancy of the products in
the market place with an assumed growth rate of up to 314% diminishing to 10% and no assumed
terminal value. The Company expects to incur an additional $1,800,000 related to the development of
products utilizing 40Gby/s technology during fiscal year 2008. These products are expected to be
available for shipment in fiscal year 2008,

Pro Forma Financial Information

The following unaudited pro forma financial information represents the Company’s consolidated
results from operations for the period indicated, as if the acquisitions of Engana and Kailight had
occurred at the beginning of the period presented. Unaudited pro forma information is presented for
illustrative purposes only and is not necessarily indicative of the results of operations that would have
actually been reported had the acquisitions occurred at the beginning of the periods presented, nor is it
necessarily indicative of future results of operations, These pro forma results are based upon the
respective historical financial statements of the respective companies, and do not incorporate, nor do
they assume any benefits from cost savings or synergies of operations of the combined Company.
Unaudited pro forma results of operations are presented after giving effect to certain adjustments,
including adjustments to reflect increased intangible asset amortization, decreased interest income on
the cash used to finance the acquisitions, increased interest expense on the debt incurred to finance
certain acquisitions and increased income taxes at a rate consistent with the Company’s effective tax
rate in each year. The pro forma results exclude the write-off of purchased in-process research and
development expenses related to the Kailight acquisition in 2007 and Engana acquisition in 2006.
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Pro forma Results for Engana Acquisition

Fiscal year ended
July 29, 2006 July 30, 2005
(In thousands, {(In thousands,

except per excepl per

share data) share data)
Pro forma revenues . ... ...ttt $69.,477 $37.076
Pro forma net income (loss) . .................... 5 838 $(3,586)
Pro forma net income (loss) per share—basic ........ $ 032 $ (1.44)
Pro forma net income (loss) per share—diluted . . .. ... $ 004 5 (1.44)
Reported net income (loss} ..................... $(8,123) $(1,451)

Reported net income {loss) per share—basic and diluted . $ (3.68) $ (0.83)

Pro forma Results for Kailight Acquisition

Fiscal year ended
July 28, 2007 July 29, 2006
(In thousands, (In thousands,

except per except per

share data) share data)
Proforma revenues . .................veuruui . $125,543 $69,510
Pro forma net income (loss) . ... ... ... .. ... ... $ 14192 $ 199
Pro forma net income (loss) per share—basic ........ $ 073 $ 0.09
Pro forma net income (loss) per share—diluted . . . .. .. $ 057 § 0m
Reported net income (I0ss) . ............coon..., $ 11,254 $(8,123)
Reported net income (loss) per share—basic .. ... . ... $ 058 $ (3.68)
Reported net income (loss) per share—diluted ......: § 045 $ (3.68)

Microdisplay Assets

On July 10, 2007, the Company acquired certain intellectual property assets of Microdisplay
Corporation related to the design of Liquid Crystal on Silicon (LCoS) wafers used in its next
generation WSS ROADM product line. The aggregate purchase price of the transaction was
approximately $2.0 million, including the assumption of certain liabilities. The purchase of these assets
has been recorded as completed technology and classified as an intangible asset on the balance sheet as
of the acquisition date. The acquired intangible assets will be amortized over a 5 year useful life. The
amortization expense related to the Microdisplay assets is included in our consolidated statements of
operations in the selling, general and administrative expense line item for the year ended July 28, 2007.

The acquisition of the LCoS integrated circuit technology strengthens the Company’s position in
the ROADM product market, as the Company continues to integrate additional features into its
ROADM products and target new applications and market segments. The rights to the LCoS integrated
circuit technology used in the Company’s ROADMs are expected to drive cost efficiencies including
improved flexibility to add more unique software-defined features.

The results of these acquisitions are included in the accompanying consolidated financial
statements as of their respective dates of acquisition,
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On November 1, 2006, the Company closed its initial public offering. Upon closing of the offering,
all outstanding preferred shares converted to 16,444,407 shares of common stock, as follows:

Qutstanding As converted into
preferred shares common stock
SBIIES A . it e e e 23,818,500 2,344,496
Series B. .. . 41,969,418 4,966,532
Series C.o i e e e 59,879,318 4,989,932
Series D .. .. e e 25,245,570 2,103,793
Series D-1 . . . ... ... 24,475,897 2,039,654

175,388,703 16,444,407

Outstanding warrants for preferred stock on November 1, 2006 became exercisable for common
stock as follows:

Outstanding As converted into
preferred shares common stock
Series A WAITANL . . . vt it it it e e e i e eann s 450,000 44,294
Series CWarrants . .. ... v v v i e a e 587,769 48,979
1,037,769 93,273

On November 1, 2006, the Series A warrant was exercised.

14. Stockholders’ Equity (Deficit)
Common stock

The Company has authorized under its Certificate of Incorporation, as amended October 10, 2006,
the issuance of 100,000,000 shares of common stock, of which 729,361 were designated Series 2
nonvoting common stock. The Series 2 nonvoting common stock automatically converted into voting
common stock upon the closing of the Company’s initial public offering when the conversion of all
shares of preferred stock occurred.

On October 9, 2006, the Company’s Board of Directors approved a 1-for-12 reverse stock split of
the Company’s issued common stock, subject to stockholder approval. On October 10, 2006, the
Company’s stockholders approved the reverse stock split. The reverse stock split became effective on
October 10, 2006, upon the filing by the Company of an amendment to the Certification of
Incorporation with the Delaware Secretary of State giving effect to the reverse stock split. Common
share and common share-equivalenis have been restated to reflect the reverse stock split for all periods
presented.

Stock incentive plan

Effective July 30, 2006, the Company adopted SFAS 123R, which requires companies to recognize
in their statement of operations all share-based payments, including grants of stock options, based on
the grant date fair value. The Company adopted SFAS No. 123(R} using the prospective-transition
method. Stock-based compensation is measured at the grant date, based on the fair value of the award,
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and expensed over the requisite service period. The application of SFAS 123R involves significant
amounts of judgment in the determination of inputs into the Black-Scholes model which the Company
uses to determine the value of stock options. Inherent in this model are assumptions refated to
expected stock price volatility, option life, risk free interest rate and dividend yield. While the risk free
interest rate and dividend yield are less subjective assumptions, typically based on factual data derived
from public sources, the cxpected stock-price volatility and option life assumptions requirc a greater
level of judgment which make them critical accounting estimates. The fair value of each stock option
grant was estimated on the date of the grant using the Black-Scholes option-pricing model and the
assumptions disctosed in the Summary of Significant Accounting Policies in Note 2.

Prior to the adoption of SFAS 123R, the Company accounted for its stock-based compensation
granted to employees in accordance with the provisions of APB 25, Under APB 25, compensation
expense is based on the difference, if any, on the date of the grant, between the fair value of the
Company’s stock and the exercise price of the option. The Company recorded stock-based
compensation to the extent that the exercise price was less than the fair value of the Company’s stock
on the date of grant.

Additionally, in the prior period, the Company disclosed the information required under SFAS 123,
using the minimum value method. Stock issued to non-employees is accounted for under the provisions
of EITF 96-18. In accordance with SFAS 123R, options that were valued using the minimum value
method under Statement 123, for purposes of pro forma disclosure, must be transitioned to SFAS 123R
using the prospective transition method. Under the prospective transition method, options granted prior
to fiscal 2007 will continue to be accounted for under the same accounting principles {recognition and
measurement) originally applied to those awards, which for the Company was APB 235. Accordingly, the
adoption of SFAS 123R did not result in any compensation cost being recognized for the options
granted prior to the adoption of SFAS 123R.

Under Statement 123, non-employece stock-based compensation is accounted for based on the fair
value of the consideration received or cquity instruments issued, whichever is more readily
determinable. However, Statement 123 does not address the measurement date and recognition period.
EITF 96-18 states a consensus that the measurement date should be the earlier of the date at which a
commiiment for performance by the counterparty is reached or the date at which the counterparty’s
performance is complete.

Under the pro forma disclosure previously required under SFAS 123, the compensation cost for
the Company’s stock-based compensation plans had been determined based upon the fair value of the
options at the grant date. Consistent with the methodology prescribed under Statement 123, the
Company would have recorded approximately $454,000, $210,000 and $32,000 as stock based
compensation in selling, general and administrative expenses for the years ended July 28, 2007, July 29,
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2006 and July 30, 2005, respectively, related to the grants issued prior to the adoption of SFAS 123R,
as presented below (in thousands):

Fiscal year ended
July 28, 2007 July 29, 2006  July 30, 2005

Net income (loss), asreported . . ... ... ... ... ... $11,254 $(8,123) $(1,451)
Add: Stock-based compensation under APB25............. 494 162 3
Add: Stock-based compensation under SFASI23R . ........ .. 936 — —
Less: Stock-based compensation expense determined under fair

value method forall awards . . .. ........ ... .......... (1,367) 210 (32)
Net income (loss), proforma. ........... ... .. ... ...... $11,317 $(8,171) $(1,480)
Net income (loss) per share:
Reported net income (loss) per share—basic .............. $ 058 $ (3.68) $ (0.83)
Reported net income (loss) per share—diluted .. ........... $§ 045 $ (3.68) $ (0.83)
Pro forma net income (loss) per share—basic.............. $ 038 $ (3.70) $ (0.85)
Pro forma net income (loss) per share—diluted ............ $ 046 § (3.70) $ (085

During the year ended July 28, 2007, 791,609 stock options with a weighted average grant date fair
value of $11.99 per option were granted under the Company’s Stock Option Plans. The compensation
expense charged against earnings for SFAS 123R stock-based compensation for the fiscal year 2007 was
approximately $985,100. The impact of stock-based compensation expense was $0.05 per basic and
$0.04 per diluted share in the year ended July 28, 2007. As of July 28, 2007, there was approximately
$7,307,500 in unrecognized compensation expense related to non-vested stock option agreements. This
unrecognized expense is expected to be recognized as compensation expense over the weighied-average
vesting period of 4 years.

In fiscal year 2000, the Company adopted the 2000 Optium Corporation Stock Incentive Plan, as
amended, (the “2000 Plan”) under which 3,457,073 shares of common stock were reserved for issuance.
As of July 28, 2007, no shares are available for future grants under the 2000 Plan. Under the terms of
the 2000 Plan, the Company could grant nonqualified or incentive stock options, restricted stock, or
make awards of stock appreciation rights to directors, officers, employees, and consultants of the
Company. Option grants under the 2000 Plan generally vest over four years and expire ten years from
the date of grant. All options and shares cancelled or forfeited after October 10, 2006 (the effective
date of the 2006 Plan) under the 2000 Plan are added back to the balance of shares reserved for
issuance under the 2006 Pian.
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Stock option transactions under the 2000 Plan for the year ended July 28, 2007 are summarized as
follows:

Number of Range of Weighted average
options exercisc prices exercise price
Balapce—July 29,2006 . ........... 1,651,766 § 0.48 - $10.92 $ 3.6092
Granted . . . . ... .. ... . ... . ..., 188,924 $14.04 - $17.50 $14.9403
Forfeited .. .........oouvueenn.. (38,075) § 048 -$17.50  § 9.1315
Exercised . .. ................... (108,301) $ 0.48 - $10.92 $ 14122
Outstanding—July 28, 2007 ... ...... 1,694,314 § 0.48 - $17.50 $ 4.9487
Options exercisable—July 28, 2007. ... 926,210 $ 0.48 - $14.28 $ 2.5506

During the year ended July 28, 2007 certain employees exercised options to purchase 108,301
shares of the Company’s common stock for proceeds of $153,134. These option exercises had an
intrinsic value of approximately $1,346,500.

The weighted average remaining life of the options as of July 28, 2007 is 7.71 years.

During the first quarter of fiscal year 2007, the Company adopted the 2006 Optium Corporation
Stock Incentive Plan, as amended, (the “2006 Plan”) under which 283,333 shares of common stock have
been reserved for issuance. The 2006 Plan provisions provide for an automatic increase at the
begmmng of every quarter of each fiscal year in the number of shares reserved and available for
issuance under the plan by a number equal to 0.75% of the then outstanding number of shares of
common stock. The 283,333 shares reserved does not include the additional 190,059 and 190,146 shares
reserved as of the first day of the Company’s fiscal year 2007 third and fourth quarters, respectively. An
additional 190,732 shares were reserved as of the first day of the Company’s first quarter of 2008. In
addition, the number of shares reserved for issuance under the 2006 Plan are automaticaily increased
by the number of shares and options cancelled or forfeited under the 2000 Plan after October 10, 2006.
Cancellations or forfeits under the 2006 Plan arc also added back to increase the total number of
shares available for issuance under the 2006 Plan. During the year ended July 28, 2007, 38,810
cancelled or forfeited shares were added to the number of shares reserved for issuance under the 2006
Plan, pursuant to these provisions. Under the terms of the 2006 Plan, the Company may grant
nonqualified or incentive stock options, restricted stock, or make awards of stock appreciation rights to
directors, officers, employees, and consultants of the Company. The exercise price for grants shall be
determined by the Board of Directors on the date of grant, but in no event shall the exercise price of
incentive stock options be less than 100% of the fair market value of the common stock (1109 for any
incentive stock option granted to a person owning more than 10% of the total combined voting power
of all classes of stock as determined by the Board of Directors on the date of grant). Option grants
under the 2006 Plan generally vest over four years and expire ten years from the date of grant. As of
July 28, 2007, 602,685 options of common stock were granted under the 2006 Plan. All options
cancelled or forfeited under the 2006 Plan are added back to the balance of shares reserved for
issuance under the Plan.
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Stock option transactions under the 2006 Plan for the year ended July 28, 2007 are summarized as
follows:

Number of Range of Weighted average
options exercise prices exercise price
Balance—July 29,2006 .......... — — —
Granted ... ... ... 602,685 $ 0.11 - $1,110.24 $19.1797
Forfeited .................... (20,110) $1343-3% 21.34 $18.5428
Exercised .......... . ... ...... — — —
QOutstanding—July 28, 2007 . ... ... 582,575 § 0.11 - $1,110.24 $19.2015
Options exercisable—July 28, 2007 . . 10,228  § 0.11 - $1,110.24 $21.1480

Pursuant to the terms of the Kailight Photonics, Inc. acquisition agreement, the Company assumed
stock options outstanding with Kailight employees and consultants. The Company assumed 9,652 fully
vested Kailight options with an exercise price of $0.11. Additionally, the Company assumed 222, 145,
and 40 options with exercise prices of $328.63, $657.26, and $1,110.24, respectively, all of which were
fully vested. The stock compensation expense related to the fully vested options with an exercise price
of $0.11 was recorded as additional purchase price.

During the year ended July 28, 2007, 10 shares were gifted to an employee and the Company
recognized compensation expense for the shares based on the fair market value of the stock at the date
of grant. Also during the year ended July 28, 2007, 2000 restricted stock awards were granted to a
consultant and immediately vested; accordingly the Company recognized the compensation expense for
these awards based on the fair value of the stock at the date of grant. No unvested restricted stock
awards were outstanding at July 28, 2007 or July 29, 2006. As of July 28, 2007, 861,747, 295,862, and
582,575 shares were authorized, available and outstanding, respectively under the 2006 Plan.

The weighted average remaining life of the options as of July 28, 2007 is 9.67 years.

The detail of all options exercisable as of July 28, 2007 is as follows:

Number of Range of Weighted average Weighted average
options exercise prices exercise price remaining life
587,281 $ 011-% 096 $ 057 6.19
82,267 $ 108-% 396 § 1.58 7.66
158,961 $ 525-% 576 $ 549 8.62
107,522 $ 924-% 1523 $ 954 8.75
407 $328.63 - $1,100.24 $522.53 9.80

The total intrinsic value of the fully vested and exercisable options above, had they been exercised
on July 28, 2007, was approximately $9,428,000.

Deferred Compensation

The Company’s Board of Directors has determined the fair value of all stock option grants on the
date of the grants. In April 2006, as a result of improved operating performance, the execution of a
letter of intent to acquire Engana, external market factors affecting the Company’s market sector, as
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well as feedback from investment bankers indicating that the Company was now a viable initial public
offering candidate, the Board of Directors retrospectively determined the fair value of the Company’s
common stock for all stock options granted during the three fiscal quarters beginning May 1, 2005 and
ending January 28, 2006. As a result of the Company’s retrospective determinations of fair value of the
common stock for prior option grant dates of June 23, 2005, September 21, 2005 and November 7,
2005, the Company recorded an aggregate of approximately $125,000 of deferred stock-based
compensation on the balance sheet for the stock options granted on those dates. The amount of
deferred stock-based compensation for each stock option grant on these dates was calculated based on
the difference between the retrospectively determined fair value per share of the common stock at the
date of the grant and the exercise price of the option. The Company will amortize this deferred stock-
based compensation expense over the vesting period of the applicable stock option grants, sub]ect to
adjustment for any stock options which are cancelled or accelerated.

In June 2006, based on the Company’s retrospective determinations of fair value of its common
stock, the Company offered to the recipients of stock option grants on June 23, 2005, September 21,
2005 and November 7, 2005, the ability to amend the terms of their stock options to increase their per
share exercise price from $0.96 to $1.08 in the case of June 23, 2005 grants, from $1.20 to $2.40 in the
case of the September 21, 2005 grants and from $1.20 to $3.96 in the case of the November 7, 2005
grants. All of such stock option recipients have chosen to amend their stock options to a higher
exercise price in order to avoid potential adverse personal income tax consequences, There was no
additional consideration offered to the employees in exchange for amending their stock options,

In relation to these amended stock options, the Company recorded deferred stock-based
compensation of approximately $1.5 million in the balance sheet in addition to the approximately
$125,000 in deferred stock-based compensation referenced above. The amount of additionat deferred
stock-based compensation for each amended stock option was calculated based upon the difference
between the amended exercise price of $1.08 per share, $2.40 per share or $3.96 per share, as
applicable, and $10.92 per share, the valuation by the Board of Directors of the per share fair value of
our common stock as of the date of amendment of the stock options. The Company will amortize this
additional deferred stock-based compensation expense over the vesting period of the applicable stock
option grants, subject to adjustment for any stock options which are cancelled or accelerated. During
the year ended July 28, 2007, total stock-based compensation related to the revaluation and
remeasurement of these grants was approximately $520,400.

Warrants issued 1o employees

On April 31, 2003, the Company issucd 1,308,954 warrants with an exercise price of approximately
$0.05 per share to purchase shares of the Company’s Serics C preferred stock to officers and
employees who invested in the Series B preferred stock offering in fiscal 2001. The warrants are
immediately exercisable and expire on the earliest of termination of employment with the Company or
January 31, 2013, The excess of the fair market value of the Serics C preferred stock over the exercise
price of approximately $195,900 was included in general and administrative expenses for the year ended
August 2, 2003. During fiscal year 2004, the Company canceled 58,007 Series C warrants as a result of
an employee termination and reduced its fiscal year 2004 salary expense by $8,680. During the year
ended July 29, 2006, 663,178 warrants were exercised for 55,264 shares of common stock and proceeds
of $33,398. During the year ended July 28, 2007, no warrants were cxercised.
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14. Stockholders’ Equity (Deficit) (Continued)
Warrants issued in connection with capital lease financing

On May 16, 2001, in connection with the closing of the capital lease line of credit (see Note 8), the
Company issued a warrant to purchase 450,000 shares of Series A preferred stock at $0.33333 per
share. The warrant vested immediately upon issuance and expires at the later of (i} ten years from the
date of issuance or (ii) five years after the date of a qualified public offering of the Company’s
common stock, as defined. The Company has reserved 450,000 shares of Series A preferred stock for
issuance under the warrant agreement. The Company accounts for these warrants in accordance with
APB Opinion No. 14, “Accounting for Convertible Debt and Debt Issued with Stock Purchase
Warrants.” The Company valued these warrants using the Black-Scholes option pricing model using the
following assumptions: 80% volatility, 5.39% risk-free interest rate, 0.0% dividend yield, and a ten-year
expected life, resulting in deferred financing costs of $125,336. Deferred financing costs are amortized
to interest expense over the term of the debt using a method that approximates the interest method. In
November 2006, these options were exercised in full pursuant to its cashless exercise provision and we
issued 36,789 shares of common stock.

15. Accrued Warranty Costs

The following summarizes the changes in the Company’s warranty accrual for the fiscal years 2005,
2006 and 2007 (in thousands}:

Ending balance July 31,2004 . ...... ... ... . ..o i § 89
Warranty aceruals. .. ..ot 102
WATITANTY TEPAITS . . v vt i vt v n et et et e et ie e e (86)
Ending balance July 30, 2005 ... ...... ... ... . i i i 105
Warranty acCrualS . . . ..o oot e 2360
WarTanty TEPAITS . .. ot v i e i e (118)
Ending balance July 29, 2006 .. ... ... ... .. 223
Warranty accruals. . ... ... 428
WAITANTY TEPAITS « . o o ovv vttt ie ettt a ot s e (292)
Ending balance July 28,2007 .. ........ ...t $ 359

16. Income Taxes

As of July 28, 2007, the Company had U.S. federal net operating loss (“NOL”) carry forwards of
approximately $25.4 million, which will begin expiring in 2022 and fully expire by 2025. In addition, as
of July 28, 2007, the Company also had federal research and development credit carry forwards of
$1.9 million and federal alternative minimum tax credit carry forwards of $0.4 million. The federal
research and development credit carry forwards will begin expiring in 2015. The federal alternative
minimum tax credits have an indefinite carry forward period.

Upon examination, certain NOL carry forwards and credits are subject to potential adjustment by
the Internal Revenue Service (“IRS”) and may be limited by the occurrence of certain events, including
significant changes in ownership interests. The Company has performed an analysis to determine
whether an ownership change under Section 382 of the Internal Revenue Code has occurred. The
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16. Income Taxes (Continued)

effect of an ownership change would be the imposition of an annual limitation on the use of the NOL
carry forwards attributable to periods before the change. Based on the analysis performed, management
has concluded the Company’s federal NOL carry forwards are not subject to limitation at this time.
Furthermore, management has concluded the Company has adequately accrued for potential tax
exposure in open tax years,

As of July 28, 2007, the Company had state NOL carryforwards of $9.8 million which will begin
expiring in 2022.

[n connection with the acquisition of Engana Pty Limited, the Company acquired Australian NOL
tax carry forwards and credits in the amount of approximately $4.8 million. These NOL carry forwards
and credits are subject to review and possible adjustments by the Australian Taxation Office (“ATO")
and may be limited by the occurrence of certain events, including significant changes in ownership
interests or significant changes in the business of the Company. This is a factual test that can only be
determined in the year in which the NOL carry forward is sought to be utilized. There is no time limit
on the use of Australian NOL carry forwards. Acquired NOLs have been fully offset by a valuation
allowance. Upon utilization of these NOL carry forwards, goodwill will be reduced.

The Company has incurred approximately $11.0 million of Australian NOL carryforwards since the
acquisition which the Company believes are utilizable to offset future income. As of July 28, 2007, the
Company’s Australian operations were in a net deferred tax asset position. Based on the weight of
available evidence, management has recorded a full valuation allowance against the Company’s
Australian deferred tax assets in excess of deferred tax liabilities.

In connection with the Kailight Photonics, Inc. acquisition, the Company acquired US Federal
NOL tax carryforwards in the amount of approximately $7.5 million. The Company will perform an
analysis to determine whether a Section 382 ownership change has occurred, but the company expects
the use of these NOLs will be significantly limited. Accordingly, management in its preliminary
allocation of the purchase price, recorded no value to the acquired deferred tax assets. If any of these
acquired NOL. carryforwards are utilized, goodwill will be reduced.

At July 29, 2006, Optium recorded a valuation allowance of $18.8 million with respect to certain
federal and state deferred tax assets. Due to the lack of historic earnings and uncertainty with respect
to the existence of future taxable income of the appropriate character, management concluded it was
more likely than not (a likelihood of more than 50 percent) the Company would not realize its federal
and state deferred tax assets in excess of existing deferred tax liabilities. Accordingly, for the year
ended July 29, 2006, management recorded a full valuation allowance against the Company’s net
deferred tax asset.

The Company has not provided U.S. deferred taxes on certain foreign earnings invested abroad.
As of July 28, 2007, there is no formal plan in place to repatriate any foreign earnings to the United
States. Determination of the unrecognized deferred tax liability amount is not practicable.
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16. Income Taxes (Continued)

At July 28, 2007 and July 29, 2006, the components of the Company’s U.S. federal net deferred
taxes are as follows (in thousands):

July 28, 2007  July 29, 2006

Domestic, federal and state NOL carryforwards . ....... $ 9,531 $ 15113
Federal and state AMT credit ..................... 419 106
Federal and state research and development credit . . .. .. 1,929 1,565
Depreciation and amortization . . ................... 732 581
Accrued employee benefits .. ... 184 —
Accrued EXpenses ... ... i e 1,062 —
Otheraccruals. . . ... it i i e — 519
Total deferred tax assets. . . .. ... .o it 13,857 17,884
Valuation allowance . . ... .. .. . i — (17,884)
Net deferred tax assets . ..o oo i e e oo $13,857 $ —

Because of the Company’s lack of earnings history prior to 2007, the deferred tax assets had been
fully offset by a valuation allowance. In assessing the realizability of deferred tax assets, management
concludes it is more likely than not some portion or ali of the deferred tax assets will not be realized.
The ultimate realization of deferred tax assets is dependent upon the generation of future taxable
income during those periods in which those temporary differences become deductible or within the
periods before carry forwards expire. Based on cumulative US taxable net earnings for the Company
through July 28, 2007 and the expected future profitability of the U.S. operations, during the fourth
quarter of fiscal 2007, the Company reversed the valuation allowance on its NOL and other credit
carryforwards and recorded an income tax benefit of approximately $13 million.

For the year ended July 28, 2007, the Company has a current tax provision of approximately
$1.5 million for federal and state alternative minimum tax (“AMT") and state income tax related to
fiscal year 2007 income tax exposure. Income before income tax for the year ended July 28, 2007
includes a pre-tax loss of approximately $5.0 million related to foreign operations.
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Income tax (benefit) expense from operations is comprised of the following components (in
thousands):

Fiscal year ended
July 28, 2007 July 29, 2006

Federal Income Taxes
CUITENL . . e e et et e e e e e e e £ 782 $119
Deferred ......... ... ... .. . i i (12,678) —

$(11,896)  $119

State Income Taxes

015 £ 1| SRR $ 701 $ —
Deferred ......... ... (1,179) —
$ (478) $ —

Israel Income Taxes
TNt . .o e e e 3 28 $ —
Peferred . ... ... . i e $ —_ 3 —
$ 28 § —
Income tax (benefit) expense . ..................... $(12,346) $119

A reconciliation of the United States income tax rate to the effective tax rate for U.S. operations
is as follows:

Fiscal year ended
July 28, 2007 July 29, 2006  July 30, 2005

Tax at statutoryrate . . ... .............. 35.0% 35.0% 35.0%
State taxes, net of federal . .............. 4.0 4.0 4.0
R&Dcredits . ....................... (2.0) — —
Federal and state AMT for which a full

valuation allowance has been established . . — 1.6 —
Change in valuation allowance ........... (129.3) (39.0) (39.0)
Other ... .. .. . . e 2.8 — _—
Effective taxrate . ... ................. {89.5)% 1.6% 0%
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17. Commitments and Contingencies C
Commitments

The Company has operating leases for office, warehouse, and manufacturing space through 2010.
Future annual minimum lease payments under noncancelable operating leases as of July 28, 2007 are as
follows (in thousands):

2008 . . e e e e e $1,204
2000 . . e e e 850
20010 . L e e 387
Total future minimum lease payments . ...............ooou... S $2.44]

Total rent expense under operating leases was $1,114,700, $787,500 and $681,500 in 2007, 2006,
and 2005, respectively. :

Contingencies

In December 2004, we terminated our relationship with Appletec Limited, an Israeli company that
was assisting us with our sales efforts in [srael. Beginning in February 2005 and through May 2005, we
received correspondence from Appletec claiming we owed Appletec sales commissions. We do not
believe that we owe any further commissions to Appletec. However, in June 2005 we sent a letter to
Appletec’s counsel proposing a settlement. We did not receive a response to our proposal and Appletec
filed an action in Israel against us and a consultant of ours alleging damages in an amount of
approximately $1,800,000. We intend to defend ourselves vigorously and we do not expect the ultimate
outcome of this matter to have a material adverse effect on our business, financial position, or results
of operations.

On September 11, 2006, JDS Uniphase Corporation and EMCORE Corporation filed a complaint
in the United States District Court for the Western District of Pennsylvania alleging that the
Company’s 1550 nm HFC externally modulated transmitter, in addition to possibly “products as yet
unidentified,” infringes on two U.S. patents. Since expert discovery is currently in process, the
Company is unable to determine the ultimate outcome of this litigation. On March 14, 2007, JDS
Uniphase and EMCORE Corporation filed a second complaint in the United States District Court for
the Western District of Pennsylvania alleging that the Company’s 1550 nm HFC quadrature amplitude
modulated transmitter, in addition to possibly “products as yet unidentified,” infringes on another U.S.
patent. Since discovery is currently in process, the Company is unable to determine the ultimate
outcome of this second litigation. During the fiscal year ended July 28, 2007, sales of our 1550 nm HFC
externally modulated transmitter and our 1550 nm HFC quadrature amplitude modulated transmitters,
together, represented approximately 5% of our revenues. The plaintiffs are seeking for the court to
declare that we have wilifully infringed on such patents and to be awarded up to three times the
amount of any compensatory damages found, if any, plus any other damages and costs incurred. We
intend to vigorously defend the claims asserted against us and we believe that we have meritorious
defenses.

In the ordinary course of business, the Company is party to litigation, claims and assessments.
Based on information currently available, management does not believe the impact of these matters will
have a material effect on the financial condition, results of operations or cash flows of the Company.
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17, Commitments and Contingencies (Continued)
Employment agreements

The Company has employment agreements with certain officers and key employees. The
agreements are for two or three year periods that expire in either April 2008 or April 2009. According
to the terms of the agreements, if there is a termination without cause, as defined, the Company must
pay, depending on the agreement, severance pay of one to two years.

18. Major Customers

Accounts receivable potentially subject the Company to a concentration of credit risk. The
Company currently derives its revenues from a variety of companies in many different geographic
locations internationally and in the United States operating within the telecommunications and Cable
TV industry.

Revenues from major direct customers comprising 10% or more of total revenues during the years
ended July 28, 2007 and July 29, 2006, respectively were as follows:

Fiscal year ended
July 28, 2007 July 29, 2006

8 ¢ Tor-T T - 22% 17%
Cisco/ Scientific Attanta®™ . .. ... ... .. ... ... ... ... ... 20% 20%
Sanmina®@ . . . ... 13% 12%

Celestical® . .. .. e 6% 13%

% Cisco and Scientific-Atlanta merged during our fiscal 2006. The amounts shown in the
table above represent combined sales to the companies pre-and post-merger for the full
periods.

@ Celestica and Sanmina are contract manufacturers that purchase our products on behalf
of several of our network systems vendor customers.

Accounts receivable from these four customers at July 28, 2007 represented 48% of total accounts
receivable.

19. Related Party Transactions

During the years ended July 28, 2007 and July 29, 2006, the Company paid a sales and marketing
consultant, who is the brother of the president and chief executive officer of the Company, $145,800
and $126,300, respectively, in cash compensation during such fiscal periods. In addition, during the
years ended July 28, 2007 and July 29, 2006, the Company granted, for no additional consideration,
2,000 and 6,875, respectively, restricted shares of common stock with fair market values of $38,890 and
$39,525, respectively. In 2007, the Company also granted 6,000 options to purchase the Company’s
common stock at an exercise price of $13.37, which was the fair market value on the date of grant.
These options vest over a four year period and expire in ten years, so long as Mr. Gretel’s service
relationship with the Company continues.

During the years ended July 28, 2007 and July 29, 2006 the Company used Gertel Asset
Management, a company that provides private jet air transportation, for certain business travel by our
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executive officers and other employees. The Company’s CEO has an ownership interest in Gertel Asset
Management. Payments to Gertel Asset Management by the Company were approximately $58,000 and
$25,000, respectively, during such periods.

Amounts paid to related parties represented values considered fair and reasonable, reflective of
arm’s length transactions.
20. Interest and Other Income, Net

Interest and other income, net consists of the following (in thousands):

Fiscal year ended
July 28, 2007 July 29, 2006  July 30, 2005

Interest iNCOME . . ..o v v e e i i iie e oo $3,574 $283 $162
Interest €Xpense . . . .. ..vvvv v v aneanne s (16) (78) (12)
Otherincome .. .......covvoeann. 43 6 —
Other exXpense . . ..o vviivi v e nereen s (14) — (31)

$3,587 21 $119

21. Employee Benefit Plans

The Company sponsors the Optium Corporation 401(k) Retirement Savings Plan (the “401(k)
Plan”. The 401(k) enables employees to make pretax contributions up to the maximum allowable
amounts set by the IRS. Under the 401(k) Plan, the Company may match a portion of the employee
contribution up to a defined maximum. Effective June 1, 2007, the Company increased the defined
maximum for employer matching contributions. The Company may, but is not obligated to, provide
profit-sharing contributions to employees. For the years ended July 28, 2007, July 29, 2006 and July 30, \
2005, the Company made $184,500, $135,900, and $105,800, respectively, in matching contributions to
the 401(k) Plan.

Australian employers are required to contribute to a deferred contribution plan of cach employee’s
choice in an amount equivalent to 9% of an employee’s annual salary. Our Australian subsidiary has
this requirement. The expense recognized for the years ended July 28, 2007 and July 29, 2006 were
$261,700 and $60,000, respectively.

The Company has no similar benefit plan obligations to its Israeli employees.
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22. Summarized Quarterly Financial Information (unaudited)

Summarized quarterly financial data for the year ended July 28, 2007 are as follows:

Quarter ended
July 28, April 28, January 27, October 28,

2007 2007 2007 2006
(In thousands, except per share amounts)
Revenue . ..o ., $26,782  $34,547  $34,139 $30,010
Grossprofit ..................... $ 6290 §$ 9357 § 9925 $ 8,705
Net income™ . .. ... .. ........... $ 1,215 $ 3418 § 3,862 $ 2,759
Basic shares outstanding . ........... 25,395 25,350 24,592 2,864
Basic earnings per share . ........... $ 005 $ 013 § 016 § 09
Diluted shares outstanding . .. ... ... .. 26,119 26,647 26,592 20,630
Diluted earnings per share . ... .. ... .. § 005 $ 013 § 015 § 013

0 Net income for the fourth quarter of 2007 includes a tax benefit of $12.3 million related
to the reversal of the valuation allowance on deferred tax assets.

Summarized quarterly financial results for the year ended July 29, 2006 are as follows:

Quarter ended
July, 29 April 29, Joanuary 28,  October 29,

2006 2006 2006 2005
(In thousands, except per share amounts)
Revenue ....................... $22,985 § 16,463 $16,013 14,016
Grossprofit . ................. ... $ 6670 $ 4207 $ 3,606 $ 3,042
Net income (loss) ................ $ 1,695 $(11,012) § 817 § 377
Basic shares outstanding . .. ... ...... 2,850 2,331 1,822 1,818
Basic earnings per share . . .......... $ 059 § 473) % 045 $ 021
Diluted shares outstanding . . ...... .. 20,441 2,331 17,275 16,981
Diluted earnings per share . ......... $ 008 S (473) $ 005 § 002
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10.45  Deferred Stock Award Agreement, 8-K (001-33109) 10.6 9/28/2007
dated September 25, 2007, for David
Renner
141 Code of Business Conduct and Ethics** — — —
211 Subsidiaries of the registrant X
231 Consent of Independent Registered X
Public Accounting Firm
24.1 Power of Attorney (incorporated by — — —
reference to the signature page of this
Annual Report on Form 10-K)
311 Certification of Chief Executive Officer X
pursuant to Rule 13a-14(a) under the
Exchange Act, as adopted pursuant to
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31.2 Certification of Chief Financial Officer X
pursuant to Rule 13a-14(a) under the
Exchange Act, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act
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321 Certifications of Chief Executive Officer X

and Chief Financial Officer pursuant to
18 U.S.C. Section 1350, as adopted
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Oxley Act of 2002

* %

Indicates a management contract or compensatory plan or arrangement required to be filed as an

exhibit to this Annual Report on Form 10-K

Indicates a document that is available for viewing on our website, www.optium.com
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